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° United States Histrict Court 


FOR THE 
SOUTHERN DISTRICT OF NEW YORK 


CIVIL ACTION FILE wold Cw 431, 


e NATHAN CHANOFSKY , Y ssrgs / Uf. 


@ 
Plaintiff SUMMONS 
v. 
> 
THE CHASE MANHATTAN CORPORATION, 
9 
Defendant 
To the above named Defendant 
@ 
You are hereby summoi.:d and required to serve upon FFDER, KASZOVITZ & WEBER, 
% 
plaintiff's attorney § , whose address is 450 Seventh Avenue, New York, New York 10001 
& 


an answer to the complaint which is herewith served upon you, within 20 days after service of this 
summons upon you, exclusive of the day of service. If you fail to do so, judgment by default will be 


tuken against you for the relief demanded in the complaint. 


[f Recqrand F. Bsaghent 
pl 73 Echwwen 


Date: OCTOBER 7 , 1974 3a {Seai af Court] 


Aho Clerk. 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTR{cT OF NEW YORK 


NATHAN CHANOFSKY, Index No. 


Plaintiff, COMPLAINT 


“E against CLASS ACTION 


THE CHASE MANHATTAN CORPORATION, PLAINTIFF DEMANDS 
TRIAL BY JURY 


Defendant. 


Plaintiff alleges the following on information and 
belief, except paragraph "2 (c)", which is alleged on 


knowledge: 


l. (a) The jurisdiction of this Court is based 


on §27 of the Securities Exchange Act of 1934 ("Exchange 


Act"). 


(b) The wrongs alleged violated §10(b) of 


the Exchange Act and Rule 10b-5 thereunder, 


i) 


2. (a) Plaintiff brings this action as a class 
suit pursuant to Rule 23 (b) (3) of the Federal Rules of 


Civil Procedure. 


' (b) The class consists of all persons who 

| purchased equit.. securities of The Chase Manhattan Corporation 
| ("Chase") in the open market from on or about May 10, 1974 to 
” | and incliains, October 4, 1974. The equity securities of Chase 
consists of its common stock and all securities convertible 


into its common stock. 


(c) Plaintiff is a member of said class, On 


August 12, 1974 he purchased five $1,000 6-1/2% convertible 


subordinated debentures, due 1996 ("Convertible Debentures"), 


issued by Chase, all of which were immediately convertible into 
Chase's common stock. Plaintiff's cost for such five bonds 
was in excess of $3,700 in the aggregate. At all times 
hereinafter mentioned and until the present time, Chase's com- 
mon stock and Convertible Debentures were and are traded on 

the New York Stock Exchange, a national securities exchange. 

(d) On or about May 10, 1974 Chase published its 
statement of consolidated earnings for the three months ended 
March 31, 1974, wherein it reported net income of $42,651,807, 
or $1.33 per share, as compared to net income of $39,265,135, 
pr $1.23 per share, for the quarter ended March 91, 1973. 

(e) On or about August 2, 1974 a registration 
statement filed by Chase with the Securities and Exchange Com- 
mission qualifying the public offering and sale of 
$200,000,000 of Chase's floating rate notes due 1999 became effec 
tive (the "Registration Statement"). 

(f£) The quarterly earnings figures for the quar- 
ters ended March 31, 1974 and March 31, 1973, recited in 
42(d), were set forth in the Registration Statement. 

(3) The prospectus which was part of the Regis- 


tration Statement stated at paje 49 that: 


"Trading account securities are rported 
at the lower of cost or current market, for all 
periods prior to 1974. Beginning in 1974, 
U. S. Treasury bills in the Trading Account are 
reported at current market. The effect of 
this change on net income is not material for 
any period included herein. Trading Account 
Income is differentiated as to Interest In- 
come and Profits and Commissions in th2 Consoli- 
dated Statement of Income, Trading profits, 
which reflect gains or losses on the sale of 
and valuation adjustments to the carrying value 
of trading account securities, are considered 
part of Operating Income." 

(h) On or about July 26, 1974 Chase pub- 
lished its statement of consolidated earnings for the six- 
month period ended June 30, 1974, wherein it reported net 
income of $86,444,691, or $2.70 per share, as compared to 
net income of $76,763,790, or $2.40 per share, for the six- 
mont! period ended June 30, 1973. 

(i) From on or about May 10, 1974 to on 
or about October 1, 1974, Chase disseminated to the public, 
including the class, the Registration Statement and pros- 
pectus and the quarterly and semi-annual statements of earn- 
ings hereinabove referred to, 

_j) From on or about May 10, 1974 to on 
or about October 1, 1974, Chase and its principal officers 
disseminated to the public, including the class, statements 
that there was an upward trend in Chase's profits. 


(k) These questions of fact are common 


to all class members: 


8a 


Did Chase's stezement of earnings for the 
quarter ended March 31, 1974 fairly, 
honestly and accurately describe such earnings? 

Did the Registration Statement fairly, 
honestly and accurately describe Chase's earnings 
for such quarter? 

Did Chese's statement of earnings for 
the 6-month period ended June 30, 1974 
fairly, honestly and accurately describe such 
earnings? 

Were the statements by Chase and its 

principal officers indicating an upward trend 
in earnings for 1974 fair, honest and accur- 
ate? 

Did the class members suffer davage as 
a result of materially false, misleading and 
inaccurate statements published by Chase as to its 
earnings for the quarter ended March 31, 
1974? 

Did the class members suffer damage as 
a result of materially false, misleading and 
inaccurate statements in the Registration State~ 
ment as to Chase's earnings for such quarter? 

Did the class members suffer damage as 
a result of materially false, misleading and 


inaccurate statements in the Registration State- 
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ment as to Chase's method of valuation of the se- 
curities in its trading account during the year 
1974? 

Did the class members suffer damage 
as a result of materially false, misleading 
and inaccurate statements published by Chase 
as to.its earnings for the 6-month period ended 
June 30, 1974? 

Did the class members suffer damage 
as a result of materially false, misleading and 
inaccurate statements disseminated by Chase and 
its principal officers with respect to the 
claimed upward trend in earnings? 

Did Chase omit to state in the Regis- 
tration Statement, in the statements of earnings 
for the quarter ended March 31, 1974, 
and for the 6-month period ended June 30, 1974, 
and in the information disseminated 
by Chase and its principal officers to the pub- 
lic, material facts necessary to make the state- 
ments made, in the light of the circumstances 
under which they were made, not materially false 


and misleading? 
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(1) This question of law is common to 

all class members: 

Did the Registration Statemert, the 

statementsof earnings for the quarter ended 
March 31, 1974 and for the 6-month 

poriod ended June 30, 1974, and the in- 
formation disseminated by Chase and its 

principal officers to the public, violate the 
Exchange Act, particularly Section 10 (b) thereof 
and Rule 10 (b) (5) thereunder? 

(m) The class consists of several thou- 
sand persons. They are so numerous that joinder of all class 
members is impracticable. 

(n) Plaintiff's claims are typical of 
the claims of other clas: ‘sembers. 

(o) Plaintiff will fairly and adequately 
protect the interest of the class. 

(p) The questions of fact and law com- 
mon to each member predominate over any questions affecting 
only individual members. 

(c) A class action is superior to other 
available methods for the fair and efficient adjudication 
of the controversy. 

3. Chase is a Delaware corporation principaily 
engaged in banking and financial endeavors in the City and 


State of New York and elsewhere. Its principal executive 
lla 


ep, 


offices are at One Chase Manhattan Plaza, New York, New York 
10005. 

4. On October 2, 1974, Chase, through the Chair- 
man of its Board of Directors, David Rockefeller, announced 
that the bond trading account of its principal subsidiary, 
The Chase Manhattan Bank, N.A., had been recorded on the 
financial records of such subsidiary at approximately 
$34,000,000 in excess of the estimated market value as of 
September 30, 1974. Mr. Rockefeller further stated that the 
resulting revaluation of the trading account inventory meant 
that Chase's after-tax earnings for the 9-month period ended 
September 30, 1974 were approximately $15,000,000 less 
than previously reported. Mr. Rockefeller further stated 
that as a result of such revaluation of the bond trading 
account inventory, Chase would have to restate its earnings 
for the quarter ended March 31, 1974 and for the 6-month 
period ended June 30, 1974. 

De As a result of the Rockefeller announce- 
ment and the facts stated therein, the pricesof Chase's 
common stock and the Convertible Debentures substantially 
declined. 

6. (a) Chase knew or should have known 
at the time that it published its earnings for tie quarter 


ended March 21, 1974 that the statement was false, mislead- 
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ing and inaccurate. 

(b) Chase knew or should have known that 
the statement of income for the quarter ended March 31, 
1974 as set forth in the Registration Statement and 
the prospectus was false, misleading and inaccurate. 

(c) Chase knew or should have known that 
the statements set forth in the Registration Statement 
and prospectus as to valuation of the trading account securi- 
ties was false, misleading and inaccurate. 

(d) Chase knew or should have known that 
the statement of income published by it for the six 
months ended June 30, 1974 was false, misleading and inac-~ 
curate, 

(e) Chase and its principal officers knew 
or should have known at the time they disseminated state- 
ments to the public concerning the upward trend of Chase's 
profits that such statements were false, misleading and 
inaccurate. 


7. The valuations of the securities in 


the trading account were not audited or verified by any 


persons other than those responsible for, and in charge 
of, the trading account, 
8. Such procedure is not in accord with good 


banking or accounting practices. 
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9. Had Chase used the accepted procedure of having 


persons other than those in charge of the trading account verify 
or confirm the waluation of the securities in the trading 
account, the false, misleading and inaccurate information 
recited in this Complaint would not have been dissemin- 
ated to the public, including the class «embers. 
10. In connection with the issuance of Chase's 
statement of earnings for the quarter ended March 31, 1974, 
the Registration Statement, the issuance of its statement 
of earnings for the six months ended June 30, 1974 and 
the dissemination of information with respect to the upward 
trend in profits, Chase, in violation of Section 10(b) of 
the Exchange Act and Rule 10 (b) (5) thereunder: 
(a) Employed a device, scheme or arti- 
fice to defraud; or 
(b) Made untrue statements of ma- 
terial facts or omitted to state material facts 
necessary in order to make the statements made, 
in the light of the circumstances under which 
they were made, not misleading; or 
(c) Engaged in acts, practices or a course 
of business which operated or would operate 4s a 
fraud or deceit upon plaintiff and each class 


member. 
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11. Plaintiff and each class member necessarily 
relied on the truth of the Registration Statement, the 
earnings statements for the quarter ended March 31, 1974 and 
the six months ended June 30, 1974, and the information as 


to the upward trend of profits,for the integrity of the mar- 


ketsfor Chase's common stock and the Convertible Debentures. 


12. (a) As a result of the materially misleading 


Statements and omissions in the Registration Statement end pros- 
pectus, with respect to Chase's earnings for the quarter ended 
March 31, 1974 and for the six months ended June 30, 1974, and 
with respect to the upward trend in Chase's profits, the prices 
Chase's common stock and of the Convertible Debentures were arti- 
ficially inflated, 

(b) When the misleading statements and omissions 
were revealed, the prices of Chase's common s ock and of the Con- 


vertible Debentures declined to their true values, 


(c) Plaintiff and each class member have 
thus been damaged as aforesaid by the violations of the 
Exchange Act, as set forth above, 

13. The wrongs took part, in substantial part, 


within the Southern District of New York. 


WHEREFORE, plaintiff prays for judgment: 


Declaring this action to be a proper class 


2. Requiring defendant, The Chase Manhattan Corpo- 


ration, to pay plaintiff and each class member the damages 
15a 


incurred by the wrongs alleged herein, 
3. Awarding plaintiff the reasonable expenses 


of this action, including reasonable counsel fees, 


4. Granting such other and further relief as 


may be just and proper. 


Dated: New York, New York, 
* October 7, 1974. 


FEDER, KASZOVITZ & WEBER 


450 Seventh Avene 

New York, N. Y./10001 

239-4610 \ 
Attorneysfor Plaintiff 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


NATHAN CHANOFSKY, 
Plaintiff, 74 Civ. 4376 (KTD) 
-against- NOTICE OF MOTION 
TO DISMISS OR, 
THE CHASE MANHATTAN CORPORATION, ALTERNATIVELY, FOR 


SUMMARY JU JGMENT 
Defendant. 


PLEASE TAKE NOTICE that, on the complaint, the 
affidavit of Thomas G. Labrecque, sworn to December 2, 1974, 
and defendant's Statement of Material Facts pursuant to this 
Court's General Rule 9(g), copies of which are annexed hereto, 


defendant will move this Court, in Room 519 of the United States 


Court House, Foley Square, New York, New York, on December 24, 


1974, at 2:15 P.M., or as soon thereafter as counsel may be 
heard, for an order: 

(1) Pursuant to Rule 12(b) (6) of the Federal Rules 
of Civil Procedure dismissing the complaint on the ground that 
it fails to state a claim upon which relief can be granted; 
or, alternatively, 

(2) Pursuant to Rule 56 of the Federal Rules of 
Civil Procedure granting def<ndant summary judgment on the 
ground that there is no genuine issue as to any . terial fact 


and defendant is entitled to judgment as a matter of laws and 


(3) Granting such other relief as is just and proper. 


Dated: New York, New York 
December 9, 1974. 


Yours, etc. 


MILPANK, TWEED, HADLEY & McCLOY 


*. 
By ___ aretne, € « Jathetarn 
(A Member oc. the Firm 
Attorneys for defendant 
The Chase Manhattan Corporation 
One Chase Manhattan Plaza 
New York, New York 10005 
(212) 422-2660 


TO: 


MFSSPS. FEDER, KASZOVITZ & WEBER 
Attorneys for Plaintiff 

450 Seventh Avenue 

New York, N.Y. 10001 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT, OF NEW YORK 


‘NATIIAN CHANOFSKY, 
74 Civ. 4376 (KTD) 
Plaintiff, 
DEFENDANT'S STATEMENT 
-acainst- OF MATERIAL FACTS PUR- 
SUANT TO GENFRAL RULE 9(q) 
THE CHASE MANHATTAN CORPORATION, 


Defendant. 


Defendant contends that there is no genuine issue to 
be tried with respect t» the following material facts: 

1. Plaintiff seeks recovery solely under Section 
10(b) of the Securities Fxchange Act of 1934 and Rule 10b-5 
thereunder. 

2. Plaintiff's individual claim arises solely from 
his alleged purchase of 6-1/2% convertible subordinated 
debentures issued by defendant, a bank helding company. 

| Defendant's debentures are, and have at all 
relevant times been, convertible into common stock of defendant 
at a price per share of $57.50. 

4. The price paid for common stock of defendant, in 
transactions on The New York Stock Exchance, Inc., where such 
stock is traded, has at no relevant time exceeded a price per 
share of $44. 

5. At all relevant times defendant has been able 
to meet its interest and principal obligations under its 
debentures. 


6. The market price of defendant's debentures has 


fluctuated in accordance with fluctuations in yields to maturity 
19a 


on debentures of other, comparable hank holding 


SOmMpanios ana 


prevailing interest rates at all relevant times and has 
reflected no equity characteristic 

7. Publication of the alleged misstatements in and 
of the subsequent restatement of defendant's reported earninas, 
referred to in the complaint, has had no effect on the market 
price of defendant's debentures. 

8. Such alleged misstatements and restatement of 

earnings had no effect on the value, market price, or market- 

ability of defendant's dchentures. 

6. Plaintiff can prove no damage as a result of the 
facts alleged in the compla: ni 


Dated: New York, New York 
December 9, 1974. 


MILBANK, TWEED, HADLEY & McCLOY 


By Loree . Jachom, 
——“(K Member of the Firm) 
wukaunuae for defendant 
The Chase Manhattan Corporation 
One Chase Manhattan Plaza 
New York, New York 10005 
(212) 422-2660 
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AFFIDAVIT OF THOMAS G. LABRECQUE 
SWORN TO DECEMBER 2, 1974 ~- IN SUPPORT OF MOTTON 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


NATHAN CHANOFSKY, 
Plaintiff, 74 Civ. 4376 (KTD) 
-against- AFFIDAVIT IN SUPPORT 
OF MOTION TO DISMISS 
THE CHASE MANHATTAN CORPORATION, OR, ALTERNATIVELY, 


FOR SUMMARY JUDGMENT 
Defendant. 


STATE OF NEW YORK 


COUNTY OF NEW YORK 


THOMAS G. LABRECQUE, being duly sworn, deposes 
and says: 

1. I ama Senior Vice President of defendant The Chase 
Manhattan Corporation ("Chase"), a bank holding company organized 
and existing under the laws of the State of ‘Delaware, whose 
principal wholly-owned subsidiary is The Chase Manhattan Bank 
(National Association). I make this affidavit in support of 


Chase's motion, pursuant to Rules 12(b) (6) and 56 of the 


Federal Rules of Civil Procedure, to dismiss the complaint for 


failure to state a claim upon which relief can be granted or, 
alternatively, for summary judgment in its favor. 

2. The complaint alleges in substance that on 
August 12, 1974, plaintiff purchased, at a cost in excess of 
$3,700, five $1,000 principal amount 6-1/2% convertible subordin- 
ated debentures issued by Chase; that his purchase was made in 
reliance upon certain earnings statements published by Chase on 
or about May 10 and July 26, 1974; that an error in those 


statements was publicly announced by Chase on October 2, 19743 
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and that he has thereby been damaged in some unspecified arount. 
3.  Annexed hereto as Fxhibits A, B and C are copics 
of the press releases issued by Chase on October 2, 10 and 18, 


1974, with respect to the discovery of an over-valuation of the 


bond, trading account of its principal subsidiary, The Chase 


Manhattan Bank, N.A., and the subsequent restatement of Chase's 
consolidated statements of income for the quarters ended March 31 
and June 30 and the six months ended June 30, 1974. s of 
September 30, 1974, the amount of this over-valuation was 
approximately $32.8 million pre-tax, or $14.9 million on an 
after tax basis, i.e., less than .08 per cent of Chase's total 
assets ($42.8 billion). This over-valuation represented an un- 
realized loss. As a result of the reduction in interest rates 
which has occurred since October 2, 1974, this loss has heen 
substantially reduced commensurate with the fall of interest 
rates and the resulting increase in the price of the bond 
inventory. 

4. Paragraph 5 of the complaint alleges that as a 
result of Chase’s announcerent of October Z (Ex. A), the price 
of the convertible debentures held by plaintiff “substantially 
declined". Those debentures are traded on the New Vork Stock 
Exchange, Inc., and their prices as reflected in actual trans- 
actions are published in most daily newspapers. Since October 
1974, the market price of those debentures has risen from 
69-3/4 to 76 (as of November 11) and fallen back slightly to 


74-5/8 (as of November 29). 


5. Paragraph 12 of the complaint alleges that the 
price of the debentures purchased by plaintiff was "artificially 
inflated", as a result of the earnings statements issued by 


Chase in May and July, 1974. During the period from May 10 


to October 1, 1974 the market price of those debentures, as 


reflected in transactions on the New York Stock Fxchanqge, Jac., 


declined from 88-1/2 to 69-3/4. 


6. There is no factual hasis for plaintif£'s allega- 
tions as to the effect of Chase's prior carnings statements and 
its announcement of October 2 upon the price of the debentures 
which he holds. Neither that announcement nor the adjustment 
to Chase's income statements referred to in the complaint 
has had; or could have had, any effect upon the price, value, 
or marketability of the convertible debentures held by plaintiff. 

7. Although those debentures are convertible into 
common stock of Chase, the market price of Chase's common stock 
has been well below the conversion price throughout the period 
relevant to the complaint herein. During the period from May 10 
to October 1, 1974, the market price of Chase's common stock 
ranged from a low of 27-1/4 to a high of 43-3/4. Since 
October l, it has ranged from a low of 26 to a high ot 30-1/2. 
The debentures are convertible at a price per share of $57.50. 
pon conversion, a debenture hoJder is credited with the full 
par value of the debentures which he surrenders. Under the 
conversion formula, at no time since May 10 has the market 
price'of the debentures fallen to the poimt where they could 


be profitably purchased and converted. Imeleed, at all times 
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relevant to the complaint herein, the conversion formula of. 
the debentures has required payment of a premium to purchase 
Chase common stock of between $12.96 and $8.43 in excess of the 
& current market price of the stock. There were, in fact, no con- 
versions of the debentures into common stack during the period. 
Accordingly, the convertibility of those debentures has not been 
* a material factor in the determination of their market price. 
8. Nor have the facts complained of by plaintiff had 
ony effect upon the price of his debentures. At ali relevant 
@ times, those debentures have traded at prices determined on the 
basis of prevailing interest rates. As the market prices reflect 
(see paragraphs 4 and 5 above), investors have been aware of 


e Chase's ability to meet its obligations om the debentures for the 
J 


payment of both principal and intcrest. 
9. During the period referred to in the complaint, 
Chase's shareholder equity (par value, surplus and undivided 


profits) has grown from approximately $1.368 to $1.405 billion. 


The amount of the earnings adjustment here involved ($14.9 
million on an after-tax basis) has had no effect on the value 


of the debentures, of which less than $200 million in principal 


amount are outstanding. Nor has that adjustment had any effect 
upon Chase's ability to meet its current interest obligations 
under the debentures ($13 million per annum, assuming no 
conversion). Chase's net income for the first nine inonths of 
1974 was virtually identical to that for the same period of 


the prior year: $118 million. 
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10. The fact that neither the May or July 1974 
e earnings statements nor the October adjustment has had any materié 
(or even discernable) effect upon the price or value of the 
debentures is shown by a comparison of their market performance 
e with that of similar debentures issued by other bank holding 
companies. 
11. Two other bank holding companies have issued 
S convertible subordinated debentures o omparable maturity which 
are listed on the New York Stock Exchange, Inc. -- Chemical 
New York Corporation and J.P. Morgan & Co., Incorporated, 
ee neither of which has announced any adjustrent in earnings 
during the period from May 1974 to the present. In both cases 
the prices per share of the common stock of those institutions 
e have been well below the conversion prices of their debentures 
throughout the period here involved. 
12. Exhibit D charts the yields to maturity on the 
& convertible subordinated debentures of Chase, Chemical and 
Morgan throughout the period from May to November, 1974. Also 
shown are the interest rates on 30-day certificates of deposit 
bd and 3-month prime industrial paper. 
& 
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13. As reflected in Fxhibit D, the market price of 
the Chase debentures has moved up and down with prevailing 
interest rates in a virtually identical fashion with those of 
comparable debentures issued by its competitors, Chemical and 
Morgan. 

14. At the moment, the market price of the debentures 
is about the same as what plaintiff allegedly paid on Auaust 12, 
1974. In any event, however, the fluctuations in their market 
prices during the entire period from May 10, 1974, to date are 
in no way attributable to the earnings (or reported’earnings) of 
Chase, which have at all times been more than sufficient to 


meet all its obligations under such debentures. 


_- 
cg Ne an aa 
~~ Thomas G. Labrecque — 


Sworn to before me this 


Bd aay of December, 1974. 


Ohi Bis Lhe 


PATRICIA WASSELD 
NOTARY PUBLIC, State of New York 
No. 31-4502+12 
Qualified in Now York County 
Comnicsioa Expiros Liarch 90, 1078 


EXHIBIT A - PRESS RELEASE - ANNEXED TO AFFIDAVIT OF 
THOMAS G. LABRECQUE 


THE CHASE MANHATTAN CORPORATION 


1 Chase Manhattan Plaza New York, N.Y. 10005 


reese \E 
dir Cale) Sa IMMEDIATELY OCTOBER 2, 1974 


Contact: Fraser Seitel 
212-552-4505 


CHASE CHAIRMAN ANNOUNCES REVALUATION 


OF BOND TRADING ACCOUNT INVENTORY 


David Rockefeller, chairman of The Chase Manhattan 
Corporation, announced that it was discovered yesterday that the book 
value of Chase Manhattan Bank's bond trading account inventory of 
approximately $800 million had been recorded on its financial records 
at approximately $34 million in excess of the estimated market value 
as of September 30, 1974. The resulting revaluation of the trading 
account inventory will cause an after-tax charge of approximately 
$15 million against earnings for the nine months ended September 30, 1974. 

Further, the corporation vill restate the financial reports 
of the Corporation ahd the bank for the previously reported quarters 
ih 1974 to the extent necessary, after a final revaluation of the 
trading account inventory for the respective periods has been completed. 


Ahy &uch restatement will reflect a reallocation of the adjustment 


among the 1974 quarterly periods, in accordance with generally 


atéepted accounting principles. 


Mr. Rockefeller further stated that the results of the 
corpore tion's operations for the nine months ending September 30, 1974 
are not yet available. However, on the basis of current estimates, 
it is anticipated that, except for the adjustment, the corporation 
would have continued the upward trend in earnings realized in the 
first two quarters, and after the adjustment, it is estimated that 
earnings for the first nine months of 1974 will approximate those 
for the same period a year ago. 

The trading account inventory consists primarily of debt issues 
of the U.S. government and U.S. government agencies, and tax-exempt 
state and municipal issues. The adjustment in the value of the 
inventory is not a result of realized losses, but rather reflects the 
accounting principle followed by the corporation that bond trading 
account inventory is to be carried on the books at cost or market, 
whichever is lower. Treasury bills, a discount instrument, continue 
to be carried at market. 


Mr. Rockefeller stated that "there is no question but that 


extremely serious errors in judgement have been made. The resignation 


of the senior vice president in charge of Chase's bond dealer account 
activities has been accepted as of October 1." 

Mr. Rockefeller indicated that immediate steps have been taken 
to establish additional controls over bond trading account valuation 


procedures. 


kRakkkkeak 


EXHIBIT B - PRESS RELEASE - ANNEXED TO AFFIDAVIT OF 
THOMAS G. LABRECQUE 


THE CHASE MANHATTAN CORPORATION 


1 Chase Manhattan Plaza New York, N.Y. 10005 


release: 
We des \7e Hold for Release: 2:45 P.M., October 10, 1974 


Fraser P. Seitel 212-552-4505 


THE CHASE MANHATTAN CORPORATION REPORTS 
NINE MONTHS 1974 RESULTS 
David Rockefeller, chairman of The Chase Manhattan Corporation, 
reported at a security analysts presentation today consolidated 


income before securities transactions for the nine months ended 


Sept. 30, 1974 of $119.5 million, or $3.73 per share, compared 


with $119.4 million, or $3.73 per share, for the 1973 period. Net 
income after securities transactions was $118.0 million, or $3.68 
per share, compared with $118.1 million or $3.69 per share, in the 
1973 period. 

The nine months 1974 results include after-tax losses in the 
bond trading account of $23.1 million, including a $14.9 million 
($32.8 million on a pre-tax basis) downward revaluation of trading 
account securities to the lower of cost or market at Sept. 30, 


1974, as previously disclosed last week. 
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Consolidated income before securities transactions for 
1974's third quarter was $44.5 million, or $1.39 per share, an 
increase of 8.3 per cent over the $41.1 million, or $1.28 per share, for 
the 1973 period. Net income after securities transactions for 
the quarter was $44.1 million, or $1.37 per share, compared with 


$41.3 million, or $1.29 per share in. 1973. 


The final revaluation of the bond trading account inventory 


as of March 31 and June 30, 1974 has been completed. Restated 
income before securities transactions for the first and second 
quarters of 1974 is as follows: 


(In Thousands) 
First Second 
Quarter Quarter 
1974 1974 
Income before Securities Trans~- 
actions, as Previously Reported $42,893 $44,541 


Adjustment for Effect of 

Revaluation of Bond Trading 

Account Securities 

(after Income Tax Ef fect) 4 (5,804) (12,434) 


Income before Securities 
Transactions, as Restated $38,737 $75,000 _ 


Per Share Amounts 


Income before Securities 
Transactions, as Previously 
Reported 


Adjustment for Effect of 
Revaluation of Bond Trading 
Account Securities 


Income before Securities 
Transactions, as Restated 


The above adjustments have the same effect on previously 


reported amounts of net income and net income per share for the 
respective periods. Such amounts as adjusted are as follows: 
(In Thousands) 
First Second Six 
Quarter Quarter Months 


1974 a. Se _1974 — 


Net Income $36,022 $37,989 $74,011 
Net Income Per Share $ 1.12 $ 61.19 S$ 2.3% 


The figures for periods prior to 1974 are not affected by 
adjustments for the revaluation of the bond trading account 
inventory. 

Complete financial statements will be available next 
week. 

Chase also announced that management intends to recommend 
at its board of directors meeting next week the declaration of 


a dividend that would continue the present rate. 


October 10, 1974 


EXHIBIT C - PRESS RELEASE - ANNEXED TO AFFIDAVIT OF 
THOMAS G. LABRECQUE 


THE CHASE MANHATTAN CORPORATION 


1 Chase Manhattan Plaza New York, N.Y. 10005 


release: October 18, 1974 


———————— 


Fraser P. Seitel 212-552-4505 
THE CHASE MANHATTAN CORPORATION REPORTS NINE MONTHS 1974 RESULTS 


As announced last week, The Chase Manhattan Corporation confirmed 
today consolidated income before securities transactions for the nine 


months ended Sept. 30, 1974 of $119.5 million, or $3.73 per share, 


compared with $119.4 million, or $3.73 per share, for the 1973 period. 


Net income after securities transactions was $118.0 million, or $3.68 
per share, compared with $118.1 million, or $3.69 per share, in the 
1973 period. 

Consolidated income before securities transactions for 1974's 
third quarter was $44.5 million, or $1.39 per share, an increase of 
8.2 per cent over the $41.1 million, or $1.28 per share, for the 1973 
period. Net income after securities transactions for the quarter was 
$44.0 million, or $1.37 per share, compared with $41.3 million, or 
$1.29 per share, in 1973. 

The nine months 1974 results include pre-tax losses in the bond 
trading account of $42.3 million, including as previously announced 
a $32.8 million ($14.9 mil*ion on an after-tax basis) dcwnward 
revaluation of bond trading account securities to the lower of cost 
or market at Sept. 30, 1974, after discovery on Oct. 1, 1974 that the 
securities had been recorded on the financial records in excess of 
their estimated market value. 
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Chase noted that, including the bond trading account 
adjustment, earnings for the nine montns of 1974 were at 
the same level as the comparable 1973 period. The substantial 
losses reported in the caption, Trading Account Profits and 
Commissions, were offset by increases in other business activities 
of the corporation. These increases were attributed to improved 
domestic net interest margin snd continued strong earnings 
from international activities. 

Domestic earnings for the rirst nine monchs of 1974 were 
down from last year, due to losses in the bond trading 
account. However, t: domestic net interest margin improved 
substantially as a result of high loan demand, which increased 
throughout the first nine months of 1974, and improved spreads 
between lending rates and rates paid for deposits and borrowed 
funds, as compared with the first nine months of 1973. 

International earnings in the first nine months of 1974 were 
ahead of last year, despite the fact that the 1973 results 
included $6.5 million of after-tax revaluation gains froin investments 
in owerseas branches, subsidiaries and affiliates. Net interest 
margin in overseas offices was higher as substantial increases 
in the volume of earning assets more than offset the effect of 
narrower interest rate spreads. Foreign exchange trading profits, 
disclosed separately in the Statement of Income, increased 
to $37.1 million in the first nine months of 1974, from $24.0 


million in 1973. 
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«Fa 
during the first half of 1974, due <o continued uncertainties 


in the foreign exchange markets, net revaluation gains om overscas 
investments, which amounted to approximately $3.6 million betore 
taxes, were deferred in the reserve account established in 1973. 
However, in the thi ¢ quarter 1974, as the U.S. dollar strengthened 
against some foreig currencies, net losses of $6.4 million 
before taxes were recorded on valuation of overseas investments. Of 
this amount, $4.2 million was charged against the reserve account 
and $2.2 million ($1.6 million after tax2s) was charged against 
operating income. “he balance in’the reserve account amounted to 
$3.2 million ($1.7 million after taxes) at Sept. 30, 1974. 

The increase in third quarter 1974 operating results canpared 
with the 1973 quarter was attributable to increased earnings 
from both domestic and internacional activities. The increase in 
domestic earnings resulted principally from continued high loan 
demand, and improved interest rate spreads during the third quarter, 
partially offset by losses (excluding interest income) in the 
bond trading account during the third quarter amounting to $4.6 


million ($2.1 million after taxes). Also, the narrow interest rate 


spreads which prevailed overseas during the firsc half of 1974 


improved in the third quarter. 

The provision fur -oan losses charged to operating expenses in 
the first nine months of 1974 was $64.5 million, up $22.3 million 
riom $42.2 million last year. This resulted primarily from 
inclusion in the five-year formula computation of the effect of 


increased 1974 projected average loan volume, the level of net loan 


charge-offs for the period 1970-73 and a projection of net charge-offs 


for the year 1974 at approximately the same level as the year 1973. 


Actual loan losses, net of recoveries, charged against the reserve 


in the first nine months of 1974 amounted to $41.2 million. 
Restated income before securities transactions, reflecting 
the revaluation of the bond trading account inventory, for the first 


and second quarters and the first six months of 1974 is as follows: 


(In Thousands) 
First Second Six 
Quarter Quarter Months 
1974 1974 1974 
Income before Securities Trans- 
actions, as Previously Reported $42,893 $44,541 $87,434 


Adjustment for Effect of 
Revaluation of Bond Trading 
Account Securities (after Income 


Tax Effect) (12,435) 


Income before Securities 
Transactions, as Restated $74,999 


Per Share Amounts 


Income before Securities 
Transactions, as Previously 
Reported 


Adjustment for Effect of 
Revaluation of Bond Trading 
Account Securities 


Income before Securities 
Transactions, as Restated 


The above adjustments have the same effect on previously 
reported amounts of net income and net income per share for the 
respective periods. Restated consolidated statements of income 
for these periods are attached. 

The effect of the revaluation of the bond trading account 
inventory on the previously published March 31, 1974 Statements 
of Condition of the corporation and the bank is to reduce the amounts 
of Trading Account Securities from $867.9 million to $853.2 million, 
Accrued Taxes and Other Expenses from $357.3 million to $349.3 
million and Undivided Profits from $473.0 million to $466.4 million. 

The effect on the previously published June 30, 1974 Statements 


of Condition of the corporation and the bank is to reduce the 


amounts of Trading Account Securities from $773.9 million to 


$746.4 million, Accrued Taxes and Other Expenses from $416.5 millicn 
to $401.5 million and Undivided Profits from $499.2 million to 
$486.7 million. 

The figures for periods prior to 1974 are not affected by 
adjustments for the revaluation of the bond trading account inventory. 

On Sept. 30, 1974, total assets of The Chase Manhattan 
Corporation were $42.8 billion, an increase of 22.6 percent, 
compared with $34.9 billion at Sept. 30, 1973. Loans and mortgages 
were $27.2 billion at Sept. 30, 1974, an increase of 33.3 percent, 
compared with $20.4 billion at Sept. 30, i973 

Gross deposits were $34.8 billion, an increase of 24.5 


percent over the $28.0 billion at Sept. 30, 1973 


On a daily average basis, Chase's loans and mortgages, gross 


deposits and total assets were as follows: 


Nine Months Nine Months 
1974 id 1973 
(In Billions) 


Loans and Mortgages: 
Domestic Offices 
Overseas Offices 

Total 


Gross Deposits: 
Domestic Offices 
Overseas Offices 

Total 


Total Assets 
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Attached: Consolidated Statements of 
Condition (Corporation and 
Bank at Sept. 30) 
Consolidated Statements of 
Income (Corporation fer the 
nine months and the quarter 
ended Sept. 30) 

Restated Consolidated 

Statements of Income 

(Corporation for the quarters 
ended March 31 and June 30 

ana the six months ended June 30) 


THE CHASE MANIHAT TAN CORPORATION 


Consolidated Siatement of Condition 
SEPTEMBER 30, 197% SEPTEMBER 30, 1973 


SSETS 


CASH AND DUE # ROM GANKS $ 9,5 1,926,596 $ 8,994,137.290 
INVESTMENT SECURITIES: 


.$, TREASURY SECURITIES . 41h ,632,836 481,576,328 


FEOERAL AGENCY SECURITIES 
STATE AND MUNICIPAL SECURITIES 
OTHER SECURITIES 
TOTAL INVESTMENT SECURITIES 


TRADING ACCOUNT SECURITIES 

INVESTMENTS IN UNC ONSOLIDATED SUBSIOIARIES AND 
ASSOC TATED COMPANIES 

FEDERAL FUNOS SOLO AND SECURITIES PURCHASED UNDER 
RESALE AGREEMENTS 

LOANS AND MORTGAGES 

PREMISES AND EQUIPMENT 

CUSTOMERS® LIABILITY ON AC CEPTANCES 

OTHER ASSETS 


312,769,015 
1,,363,489,450 


W459 1% 1095 


2,511 655.396 


(16,937,232 
127,523,918 


122,574.27 


27 0213,037 , 16% 


227 033,249 
1 ,055,982,010 
1,261, 104,616 


310,659,311 
1,237,051, 488 


__ 290,562,779 
2,279 849,897 


1,028, 300,440 
ge 2231 698 


88 ,090, 312 


20,411,201,392 


231,540,291 
700 ,861,470 
1,050 ,800,621 


TOTAL ASSETS $h2, 766, 71%, 908 $34 877,013,411 


LIASILITIES, RESERVE AND STOCKHOLOERSS EQUITY 


OL£POSITS: 
OEMANO $11,102,722,062 $10,023,737,908 
SAVINGS ANDO OTHER TIME 9.732.217 ,035 6,872,280, 106 
OVERSEAS OFFICES 14 000,477,273 11,083, 329,221 
TOTAL DEPOSITS 34 ,835,416,390 270919 341 9235 


FECERAL FUNDS PURCHASED ANDO SECURITIE S SOLD 
UNDER REPURCHASE AGREEMENTS 
OTHER LIABILITIES FOR BORROWED MONEY 
ACCEPTANCES OUTSTANDING 
ACCRUED TAXES ANO OTHER EXPENSES 
OTHER LIABILITIES 
FLOATING RATE NOTES (QUE 1999) 
CAPITAL NOTES AND DEBENTURES: ,.. 
CAPITAL NOTES (4.60% DUE 1990) 
‘CONVERTIBLE CAPITAL NOTES (4 7/8¢ ovE 1993) 
CONVERTIBLE SURORDJNATED DEBENTURES (6 1/2% Ove 1996) 
TOTAL CAPITAL NOTES AND OEPENTURES 


RESERVE FOR LOAN LOSSES 


STOCKHOLDERS! EQUITY: 
PREFERRED STOCK (WITHOUT PAR VALUE) 
AUTHORIZED SHARES 2,000,000; OUTSTANDING 
SHARES - NONE 


COM4ON STOCK (PAR VALUE $12.50 PER SHARE) 


Se), Siaee epee | / 5 Ee 
AUTHORIZED SHARES 50,000 ,000 50,000,000 


OUTSTANDING SHARES 32,057,097 32,005,282 
SURPLUS 
UNDIV{DED PROFITS 


TOTAL STOCKHOLDERS? EQUITY 


___ 504,001,266 


1,783,044 ,995 
1,482,204 ,345 
1,099, 634 ,230 
492,604,315 
622,336,341 
200 ,000 ,000 


1 39,650,000 
149,413,100 


__199 99% 2000 


489,058,100 


356,492,072 


400,713,712 
501,219,142 


1,775 945,014 
1,172,702,512 
122 833,928 
419,200,550 
616,516,582 


1594995,000 
149,432,700 
199 995,000 
509,422,100 


320,828 ,236 


400 ,066,025 
500 ,647,190 


_ 429 5039439 


__1,405,934 120 4,330,216 ,65%_ 


TOTAL LIABILITIES, RESERVE ANO STOCKHOLDERS? EQUITY $42,766,774 .908 $34 377,013,411 


OF THE ABOVE ASSETS, $3-%8ILLION ON SEPTEMBER 30, 1974 AND $3.4 BILLION ON SEPTEMBER 30, 1973 WERE 
PLEOGED TO SECURE PUBLIC AND TRUST OLPOSITS AND FOR OTHER PURPOSES, 


THE CHASE MANHATTAN CORPORATION 
CONSOLIDATED STATEMENT OF INCOME 


OPLCRATING Ite Ore 
INTEREST ANDO FEES ON LOANS AND MORTGAGES | 
INTEREST ON FLOPLKAL Furs SOLD AND SLCUKITIES PURCHASED 


UNDER RESALE AGREEMENTS 
INTEREST AND DIVIOCNUOS ON INVESTMENT SFCURITIES: 

U.S, TREASURY SECURITIES 

FEOERAL AGENCY SECURITIES 

STATE AND MUNICIPAL SECURITIES 

OTHER SECURITIES 


INTEREST ON GANK DEPOSITS 
TRADING ACCOUNT INCOME; 
INTEREST 
PROFITS ANO COM4:SSIONS 
TRUST AND FIDUCIARY INVESTMENT INCOME 
SERVICE CHARGES ON OEPOSIT ACCOUNTS 
FOREIGN EXCHANGE TRADING PROFITS 
OTHER INCOME 


OPERATING EXPENSES 
“SALARIES AND EMPLOYEE BENEFITS: 
SALARIES 
PROFIT SHARING CONTRIBUTION 
OTHER EMPLOYEE BENEFITS 


INTEREST PAID: 
OEPOSITS 
FEDERAL FUNDS PURCHASED ANO SECURITIES SOLO 
UNCER REPURCHASE AGREEMENTS 
OTHER BORROWED MONEY 
NOTES AO DEBENTURES 


NET OCCUPANCY 
EQUIPMENT RENTALS, DEPRECIATION AND MAINTENANCE 


PROVISION FOR LOAN LOSSES 
OTHER' EXPENSES 


INCOME BEFORE TAXES AND SECURITIES GAINS (LOSSES) 
LESS: APPLICABLE INCOME TAXES 


SECURITIES GAINS (LOSSES), AFTER APPLICABLE TAXES 
OF $1,617,163.AND $1,401,451, RESPECTIVELY 


NET_INCOME 


PER SHARE, BASED ON AVERAGE SHARES OUTSTANDING 
OF 32,057,048 AND 32,005,237, RESPECTIVELY: 
INCOME BEFORE SECURITIES GAINS (LOSSES) 
NET INCOME 
ASSUMING FULL CONVERSION OF CONVERTIBLE NOTES 
AND Of€BEMTURES: 
INCOME BEFORE SECURITIES GAINS (LOSSES) 
NET 1NCOME 


NINE MONTHS Cre 


1974 
$1,973,821,61% 


8,462, 302 


24,670,593 
17,479,284 
60,716,810 
__ 23,023,581 
125,890,268 
367,270,587 


46,328,763 

___ (42,347,850) 
3,980,913 
35.940,431 
10,483,060 
37,091,490 

—_ 82,428,976 
2,645,369, G41 


229,904 ,609 
16,539,573 
38,457,402 
284,901,584 


1,547,628,038 


231,653,204 
141,740,158 

___ 22,916,630 
1,943,938,110 
56,947.195 

27 2154 ,567 

64 0515,084 
___113,960, 184 
_2,491,416, 124 
153.952,917 

34 444 232 
119,508,685 


__ (1,473,323) 


$118,035, 362 


CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY 


BALANCE AT BEGINNING OF YEAR 
ADDITIONS: 
NET INCOME 
ACQUISITION OF SUBSIDIARY BANKS 
CONVERSION OF CONVERTIBLE NOTES AND DEVENTURES 


DEOUCTIONS: 
“ASH OIVIOENDS PAID 
TRANSFER TO RESCRVE FOR LOAN LOSSES, 
AFTER APPLICABLE TAXES 
BALANCE AT SEPTEMBER 30 


Ope es 
$1, 348,237,665 


118,035, 362 


1,639,512 
Te 
1,467,921,879 


‘52,865,159 


____ 9, 122,000 
$1,405.93", 129 


lil 9 


= |" 
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$1,139,037,17% 
6,745,365 


23,311,196 

- 6,921,977 
57,074,176 
_12,701,814 
100,009,163 

184 ,877 ,590 


25,195,338 

___ 6,129,941 
31,325,279 
354222,516 
2,440,828 
24,040,028 
___ 80,332,354 
_1,611 030,297 


189,365,331 
16,502,577 

__ 32,051,226 
237,919,134 


800,783,105 


97 6735342 
69,898 ,069 
—— e 1,060,21 8 
989,476,734 
45,596,692 
23,140,859 
42,248, 684 

a FES ES 
1,435,597, 628 
175-132,669 
552101 ,673 
119,430,996 


_{1, 357,905) 


$__118,073,091 


Beara Is | = 
$ 1,262,118,23% 


118,073,091 
2,411,420 
____11,000 

1, 382,613,745 


47,945,091 


4 2452,090 
£1 7330,216,654 


TTA! CORPORATION 
CONSOLIDATED STATEMENT OF INCOME 


THE CHASE MANI 


OPERATING INCOME 
INTEREST ANO FF C5 ON LOANS ANO MORTGAGES 
INTEREST ON FENCRAL FUNDS SOLO LNO SECURITIES PURCHASED 
UNOER RESALE AGREEMENTS 
INTEREST ANDO DIVIOFW'S ON INVESTMENT SECURITIES: 
U,S.. TREASURY SECURITIES 
FEDERAL AGENCY SECURITIES 
STATE ANO MUNICIPAL SECURITIES 
OTHER SECURITIES 


INTEREST ON BANK DEPOSITS 
TRADING ACCOUNT INCOME. 
INTEREST 

PROFITS ANO COMMISSIONS 


TRUST ANDO FIOUCTARY INVESTMENT INCCME 
SERVICE CHARGES ON DEPOSIT ACCOUNTS 
FOREIGN EXCHANGE TRADING PROFITS 
OTHER INCOME 


OPERATING EXPENSES 
SALARIES ANDO EMPLOYEE BENEFITS: ¥ 
SALARIES 
PROFIT SHARING CONTRIBUTION 
OTHER EMPLOYEE FENEFITS 


INTEREST PAID: 
OEPOSITS 
FEDERAL FUNDS PURCHASED ANO SECURITIES ‘ OLo 
UNDER REPURCHASE AGREEMENTS 
OTHER BORROWED MONEY 
NOTES ANDO DLGENTURES 


NET OCCUPANCY 

EQUIPMENT RENTALS, OEPRECIATION AND MAINTENANCE 
PROVISION FOR LOAN LOSSES 

OTHER EXPENSES 


INCOME BEFORE TAXES AND SECURITIES GAINS (LOSSES) 
LESS: APPLICABLE INCOME TAXES 
INCOME BEFORE SECURITIES GAINS (LOSSES) 


SECURITIES GAINS (LOSSES), AFTER APPLICABLE TAXES 
or $463,537 AND $555,04%, RESPECTIVELY 


NET INCOME 


PER SHARE, BASED ON AVERAGE SHARES OUTSTANDING 
OF 32,057,093 anD 32,005,273, RESPECTIVELY: 

INCOME BEFORE SECURITIES GAINS (LOSSES) 

NET INCOME ; 

ASSUMING FULL CONVERSION OF CONVERTIBLE NOTES 
AND DEBENTURES: 
INCOME BEFORE SECURITIES GAINS (LOSSES) 
NET INCOME 


CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY 


BALANCE AT BEGINNING OF PERIOO 
ADOI TIONS: 


NET INCOME 
CONVERSION OF CONVERTIBLE NOTES ANO DEBENTURES 


DEOUCT IONS: 
CASH DIVIDENDS PAID 
TRANSFER TO (FROM) RESERVE FOR LOAN LOSSES, 
AFTER APPLICABLE TAXES 
BALANCE AT SEPTEMBER 30 


QUARTER CHOFO SEPTEMBER 30 
SES 


1974 


$ 785,355,950 
4,024 ,228 


16952 ,203 
6,007,528 
20,355,019 
___ 8,443,899 
42,788,649 
117,212,024 


17,520,047 
_ (4,597,726) 

12,922,321 
11,599,898 
3,617,534 

10, 358,966 
29,206,420 
1,015,036 ,070 


82,495,421 
5.314 ,037 


13,244,732 
101,054,190 


614,094, 346 


83,082,147 
52,188,254 
922954169 
159225 9,916 
19,040, O44 
9,180,978 
23,745,108 

__42 986, 384 
__ 955.967 ,220 
59,818,850 
__15, 309,097 
44,509,753 


__(484 , 285) 


$_ 8.025 668 


$1.39 
1.37 


1,.ee 
1,21 


wee id 
$1, 388,661 ,600° 


44 025,468 
eiciesiee ns 
1,432, 687 ,508 

17,631, 388 


sane 8 EE 000 
$1405.934.120. 


oo 


4 59. 766, 1 74 
2 B84 * 263 


9,104 ,033 
3,376,815 
15,676,400 
4,576,713 
32,733,961 
13.763.952 


17,358,126 
3,672,065 
21,030,191 
11,439,647 
3,046, 780 
10,951,234 

5 22,612,872 
638,289,074 


66,068,717 

5,248,184 
10,640,117 
81,957,018 


336,248, 333 


41,440,813 
33,878,078 
6,952,178 
418,519,402 
13,591,737 
6,607 438 
14,804 , 645 
35,812,455 


_ 912592» 695 


66,696,379 
25,576,834 
41,119,545 


_189,756 


$__41, 309,301 


1973 


$1 296,313,958 


41,309,301 
1,000 


1,337 624 259 


16,002,605 


____ (8,595,000) 
$! 4 330, 2 u 6,654 


*BALANCE HAS ECON RESTATEO YO REFLECT AN AFTER TAX CHARGE OF $ 12,434,797 REPRESENTING AN ADJUSTMENT OF 


UNREALIZED LOSSES IN THE BOND TRADING ACCOUNT, 


sn  R 


THE CHASE MANHATTAN BANK, N. A. 


CONSOLIDATED STATEMENT OF CONDITION 


ASSETS 


CASH AND OUE FROM BANKS 
INVESTMENT SECURITIES: 
U.S. TREASURY SECURITIES 
FEDERAL AGENCY SECURITIES 
STATE ANO MUNICIPAL SECURITIES 
OTHER SECURITIES 
TOTAL INVESTMENT SCCURITIES 


TRADING ACCOUNT SECURITIES 

INVESTMENTS IN UNCONSOLIDATED SUBSIDIARIES aNd 
ASSOCIATED CCMPANIES 

FEDERAL FUNDS SOLD ANO SECURITIES PURCHASSO UNDER 
RESALE AGREEMENTS 

LOANS AND MORTGAGES 

PREMISES ANO EQUIPMENT 

CUSTOMERS! LIABILITY ON ACCEPTANCES 

OTHER ASSETS 

TOTAL ASSETS 


LIABILITIES, RESERVE ANO STOCKHOLOER'S EQUITY 


DEPOSITS: 
DEMAND 
SAVINGS ANO OTHER TIME 
OVERSEAS OFFICES 
TOTAL DEPOSITS 
FEDERAL FUNDS PURCHASED ANDO SECURITIES SOLD 
UNDER REPURCHASE AGREEMENTS 
OTHER LIABILITIES FOR BCRROWED MONEY 
ACCEPTANCES OUTSTANDING 
ACCRUED TAXES AND OTHE EXPENSES 
OTHER LIABILITIES 


CAPITAL NOTES (4.60% DUE 1990) 
RESERVE FOR LOAN LOSSES 


STOCKHOLDER'S EQUITY: 

CAPITAL STOCK (PAR VALUE $15.00 PER SHARE) 
AUTHORIZEO SHARES 38,000,000; OUTSTANO ING 
SHARES 35,751,678 

SURPLUS . 

SURPLUS RESULTING FROM ASSUMPTION OF CONVERTIBLE 
CAPITAL NOTE OBLIGATION BY THE CHASE MANHATTAN 
CORPORATION 

UNDIVIDEO PROFITS 

TOTAL STOCKHOLOER'S EQUITY 


SEPTEMBER 30, 197% 


$ 9.379.503,581 


401,735,609 
303,421,530 
1, 360,319,367 


eae MN, 4 80, 625 
2,509,957.131 


716,937 .232 
123,771 4419 


114,174,727 
26,549,864 , 225 
219,627,820 
1,055,982,010 
1,227, 340,451 
$41,897.24 3,596 


$11,060,992, 361 

9,658,229,571 
14 002,613,443 
34,721 835,375 


1,776,414 ,995 
1,021,772,601 
1,099,634 ,230 
493,208,630 
617.954 ,906 


139,650,000 


354,996,816 


536,275,170 
559 +583 4929 


149,413,100 
426,453,844 


x 26]), 126,043 ‘ 


TOTAL LIABILITIES, RESERVE ANO STOCKHOLOER'S EQuiTY $41,897 ,243 596 


a 


SEPTEIGER 30, 1973 


$ 8, 967,312,203 


453,998,455 
305,063,573 
1,232,789, 628 
_ 249,334,526 
2,241,186,182 


1,028,300, 440 
88,918,916 


72,640,312 
20,028,980, 688 
227,080,935 
700,861,470 
_1,035, 698,075 
$34 , 390,979,221 


$10,000,985,156 
6,814 421,114 
11,083, 229,221 
27,398,735.491 


1,775 +945,01% 
836,980,952 
722,833,928 
407,587,636 
42,977,520 


159,995,000 


319,994,521 


536,275,170 
559.504 ,616 


149,432,700 
a 380,656,673 
1 625,929,159 


$34 390 979,221 


OF THE ABOVE ASSETS, $ 3.4 BILLION ON SEPTEMBER 30, 1974 AND $3.4 BILLICN ON SEPTE:RER 30, 1972 weRE 
PLEOGEO TO SECURE PUBLIC AND TRUST DEPOSITS AND FOR OTHER PURPOSES , 


MEMBER FEDERAL OEPOSIT INSURANC® 


CORPORATION 


EXHIBIT D - TABLES - ANNEXED TO AFFIDAVIT OF 
THOMAS ¢:. LABRECQUE 


THE CHASE MAN’ \TTAN CORPORATION \ rj 


¥ 
CONSOLIDATED STATEMENT OF INCOME ; 
__PUARTER CNOLO MARCH 31, _ b 
1974 
oO ER ATING INC OME ala. nts 12T3 “ 
INTEREST ANDO FEES ON LOANS ANO MORTGAGES $ 543,117,319 $ 312,901 O97 
INTEREST ON FECLRAL FUNDS SOLO AND SLCURITIES PURCHASED 
UNE ne RESALE AGREEMENTS 1,749,228 138,767 
INTEREST ANDO DIVIDENOS ON INVESTMENT SECURITIES: ; ; 
U.S... TREASURY SLCURITIES 9.154 ,390 6 ,636 ,622 
FEDERAL AGENCY SECURITIES 6 0/0 ,830 . 1.373 339 
STATE AND MUNICIPAL SECURITIES 19,878,477 23 508 ,268 
OTHER SECURITIES ee ——Ls 451,999 “ Bui 0 313, 
42 ,555 696 35,418 ,562 
INTEREST ON BANK OLPOSITS 117,690,482 51,251 ,4h2 
TRADING ACCOUNT INCOME; 
INTEREST : 16 ,184 ,203 3,139 ,836 
PROFITS ANO COM4ISSIONS ___( 22,160,520) 5,511,931 
( 5,976,317) 4,717,773 
TRUST ANO FIOUCIARY INVESTMENT INCCME 11,735,172 11,633,695 
SERVICE CHARGES ON DEPOSIT ACCOUNTS 3 250 ,066 3,199,740 
FOREIGN EXCHANGE TRAOING PROFITS 14,159,511 6,119,092 
OTHER INCOME 25,161 ,5h2 __ 34,156,270 
198,64? ,E99 c 817,638 
OPERATING EXPENSES 
SALARIES AND EPPLOYEE BENEFITS: 
SALARIES 70,298 ,860 61 ,036,394% 
PROFIT SHARING CONTRIGUTION 5 858 ,646 5 +556 365 
OTHER EIPLOYEE BENEFITS ___13,620 ,151 10 775530 
89.717 .657 77 »368 ,289 
INTEREST PAID: 
DEPOSITS 436 ,956 ,628 211,428 677 
FEDERAL FUNDS PURCHASED ANO SECURITIES SOLD 
UNDER REPURCHASE AGREEMENTS 71,010,179 26 915,669 
OTHER BORROWED MONEY 32,290 ,/00 14,640,749 
NOTES AND DEBENTURES ___ 6 826 ,223 1,067,819 
547 ,033,/30 260 ,052 514 
NET OCCUPANCY 17 ,870 ,393 15,443 ,010 
EQUIPMENT RENTALS, DEPRECIATION ANO MAINTENANCE 8 Who ,952 8,787 ,056 
PROVISION FOR LOAN LOSSES 19 ,927 153 13,731 S22 
OTHER EXPENSES ____ 31,828 ,956 30,244,739 
___ 14,928 Wut 40s ,627 ,830 
INCOME BLCFORE TAXES AND SECURITICS GAINS (LOSSES) 43,714,258 55.189 ,So8 
LESS: APPLICABLE INCOME TAXES Seer Fe ed ___ 15,091 ,728 
INCOME BEFORE SECURITIES GAINS (LOSSES) 36 ,262 ,807 4o ,098 ,080 
SECURITIES GAINS (LOSSES), AFTER APPLICABLE TAXES ; 
or $332,751 anos! .978 604 ,pespectiveLy ___f2h1 ,321) ___ 1832.,945) 
NET INCOME :s . ; 36 ,021 86 . 39.265 135 
PER SHARE, BASED ON AVERAGE SHARES OUTSTANDING 
or 32,056,974 ANO 31,954,470, respecTivELy: 
INCOME BEFORE SECURITIES GAINS (LOSSES) $ 1.13 $ 1.2% 
NET | NCOME 1.12 1.23 
ASSUMING FULL CONVERSION OF CONVERTIBLE NOTES 
AND OLBENTURES: 
INCOME BEFORE SECURITIES GAINS (LOSSES) 1.01 1,11 
NET INCOME 1.00 1.09 
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ FQUITY 
OL Fs. = oe): Spe 
BALANCE AT BEGINNING OF YEAR $ 1,348 ,237 ,665 $ 1,262,118,234 
ADO| TIONS: 
NET INCOME 36 ,021 ,486 39,265 135 
ACQUISITION OF SUBSIDIARY BANKS 1,639,512 1,454,128 
CONVERSION OF CONVERTIBLE NOTES 4 — i |e 10,008 
1,385 ,906 ,263 1,302 ,347 497 


OEDUCTIONS: 
CASH OIVIOENOS PAID 17 ,602 ,994 15,960 ,216 
TRANSFER TO RESERVE FOR LOAN LOSSES, 
AFTER APPLICABLE TAXES sicapanaaiiccstaees ___8,768 ,000 
BALANCE AT MARCH 31 $.1..368 .303 .269 $.1..2784119,,281 


THE CHASE MAN’ 


( RATING INCOME 


INTEREST 4ND FEES ON LOANS ANO MORTGAGES 


INTEREST ON FCOLRAL FUNDS 
UNDER RESALE AGREEMENTS 


' rs 


INTEREST AND DIVIOLNOS ON INVESTMENT SECURITIES: 


U,S,. TREASURY CCURITIES 
FEOERAL AGENCY SECURITIES 
STATE AND MUNICIPAL SECURITIES 
OTHER SECURITIES 


INTEREST ON BANK OEPOSITS 
TRADING ACCOUNT INCOME; 
INTEREST 
PROFITS AND COMMISSIONS 


TRUST ANO FIDUCIARY INVESTMENT INCOME 
SERVICE CHARGES ON DEPOSIT ACCOUNTS 
FOREIGN EXCHANGE TRADING PROFITS 
OTHER INCOME 


CPRERATING EXPENSES 
SALARIES AND EYPLOYEE BENEFITS: 
SALARIES 
PROFIT RING CONTRIBUTION 
OTHER Ciuc crEE BENEFITS 
INTEREST PAIO: 
DErOSITS 
FEDERAL FUNOS PURCHASED ANDO SECURIT'ES SOLO 
UNDER REPURCHASE 
OTHER BORROWED MONEY 
NOTES ANO DEBENTURES 


AGREEMENTS 


NET OCCUPANCY 

CQUIPMENT RENTALS, DEPRECIATION ANO MAIN TENANCE 
PROVISION FOR LOAN LOSSES 

OTHER EXPENSES 


INCOME BEFORE TAXES AND SECURITIES GAINS (LOSSES) 
LESS: APPLICABLE INCOME TAXES 
INCOME BEFORE SECURITIES GAINS (LOSSES) 


SECURITIES GAINS (LOSSES), AFTER APPLICABLE TAXES 
or $330,875 ane $878,431, RESPECTIVELY 


NET_ INCOME 


PER SHARE, BASED ON AVERAGE SHARES OUTSTANDING 
OF 32,057,075 ANO 32,005,264, RESPECTIVELY: 
INCOME BEFORE SECURITIES GAINS (LOSSES) 

NET INCOME 

SSUMING FULL CONVERSION OF CONVERTIBLE NOTES 
AND DEBENTURES: 
INCOME BEFORE SECURITIES GAINS (LOSSES) 
NET INCOME 


OLD ANO SECURITIES PU Cc 


ASCO 


ATTAN CORPORATION 


CONSOLIDATED STATEMENT OF INCOME 


$ 


QUARTER LENO JUNE 30, 


1978 
CSTATEO 
642 348 315 


2 C88 B46 


7 +534 ,000 

5 ,» #00 926 
20 , 483 31% 
12127683 
40,545,923 
132,168 ,081 


12,624,513 
{1 . 9,604) 
‘ ) 1091) 

ie 005 ,361 

3,615,410 

12,573,013 

28 ,061 ,o14 
B71 ,6'o B72 


77.110,328 
5 366 ,890 
1,992,519 
9% ,069 737 


496 ,577 06% 


17 560 ,95€ 
56 ,661 ,20% 
6 2199 238 
63 7 594 64 
20 ,036 ,158 
9 532 .637 
20 B42 ,€ > 
39.4145 24% 
821 4221 063, 
50 ,419 ,809 
_11 683 ,68% 
38,736 ,125 


(747,717) 
BT 288 408 


CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY 


BALANCE AT BEGINNING CF PERIOD 
ADDITIONS: 
NET INCOME 
ACQUISITION OF SUBSIDIARY BANK 
CONVERSION OF CONVERTIBLE NOTES AND OLBENTURES 


OLOUCTIONS: 
SH DIVIDENDS PAIO 
TRANSFER TO RESERVE FOR LOAN LOSSES, 


AFTER APPLICABLE TAXES 
BALANCE AT JUNE 30 


*BALANCE HAS BELEN RESTATED TO REFLECT AN AFTER TAX CHARGE OF $6 ,630,321 REPRESENTING AN 
UNREALIZED LOSSES IN THE BOND TRADING ACCOUNT, 


$1, 


$1, 


$1, 


ccc a sc 
368, 303,269" 


37,988,408 


— 1,300 
406,292,911 


17,631,317 


388, 661 ,600 


a. 
366 ,289 ,403 


3,122 ,335 


7 570 +549 
2,171 ,823 
17 889,28 
_4 22% ,788 
31 B56 ,640 
59 ,262 ,196 


4 ,697 .376 


___ 879,939 


56517 315 
12,149,178 
3,194 ,308 
6 ,969 ,7o2 
23 202 Pek 2 


911,923 5895 


62 ,260 ,220 

5 ,698 ,028 
10,635,979 
18 .593 827 


253 ,106 ,095 


29 ,378 ,860 
21 379,242 
1,040,221 
310,904 ,418 
16,261 ,945 
T0146 365 
13,712,217 
31, 4H 331 


: a 458 611 a! 03 


53,246 ,kB2 
ea 2033, 1110 
3B 213 37° 


(714,716) 
37.498 655 


Ub | 5 


$) 278,119,281 


37,498,655 
H1.2R 


$1 316,515,228 


15,982,270 


$1,296,313, 98 


ADJUSTMENT OF 


THE CHASE MANHATTAN CORPORATION 


CONSOLIDATED STATEMENT OF INCOME ; 
iS 
OPERATING INCOME 
INTEREST AND FEES ON LOANS AND MORTGAGES $1,199,465 ,634 
INTEREST ON Ft YLRAL FUNDS SOLO ANDO SECURITIES PURE HASEO 
UNDER RESALE AGREEMENTS 4 438,078 
INTEREST AMO DIVIDENDS ON INVEST NT SECURITIES: 
U.S." TREASURY SECURITIES 16,683,390 
FEDERAL AGENCY SECURITIES 11,471,756 
STATE ANO MUNICIPAL SECURITIES 40,361,791 
OTHER SECURITIES _ 14,579,682 
83,101 ,619 
INTEREST ON BANK CEPOSITS 250,058,563 
TRADING ACCOUNT INCOME; 
INTEREST : 28,298,116 
PROFITS ANO COM4ISSIONS 437,750,124) 
(8,91 4 
TRUST AND FIDUCIARY INVESTMENT INCOME 24,340,533 
SERVICE CHARGES ON DEPOSIT ACCC 'NTS 6 ,°65,416 
FOREIGN EXCHANGE TRADING PROFITS 26,132,524 
OTHER INCOME ____53.222 ,596 
1,! 49,¢ 83,971 
OPERATING EXPENSES 
SALARIES AND EMPLOYEE BENEFITS: 
SALARIES 147,409,188 
PROF| SHARING CONTRIBUTION 11,225,536 
OTHER EMPLOYEE PENEFITS A ___ 25,212,670 
183,847,3% 
INTEREST PAID: 
OEPOSITS 933,533,6% 
FEDERAL FUNDS PURCHASED ANO SECURITIES SOLO 
UNDER REPURCHASE AGREEMENTS 148,571,137 
OTHER BORROWED MONEY 88,91, 90% 
NOTES AND OCBENTURES __ 13,621,461 
1,184 ,6/8,19% 
NET OCCUPANCY 37.46,551 
EQUIPMENT RENTALS, DEPRECIATION ANO MAINTENANCE 17,913,589 
PROVISION FOR LOAN LOSSES 40, 169,976 
OTHER EXPENSES ___J0, 973,800 
1 ,536,149,50% 
INCOME BEFORE TAXES AND SECURITIES GAINS (LOSSES) 9 134,067 
LESS: APPLICABLE INCOME TAXES 19,135,135 
INCOME BEFORE SECURITIES GAINS (LOSSES) 14,998, 932 
SECURITIES GAINS (LOSSES), AFTER APPLICABLE TAXES 
or $1,153,626 AND $1,956,49, RESPECTIVELY os (989,038) 
NET _INCOME $_7%,009,8% 
PER SHARE, BASED ON AVERAGE SHARES OUTSTANDING 
OF 32,057,025 AND 32,005,218, RESPECTIVELY: 
INCOME BEFORE SECURITIES GAINS (LOSSES) $2.34 
NET INCOME 2.31 
ASSUMING FULL CONVERSION OF CONVERTIBLE NOTES 
AND DEBENTURES: 
INCOME BEFORE SECURITIES GAINS (LOSSES) 2.08 
NET INCOME 2.05 
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY 
1974. 


BALANCE AT BEGINNING OF YEAR $1 348,237,665 


ADOITIONS: 


NET {NCOME 74 ,009,89% 
ACQUISITION OF SUBSIDIARY BANKS 1,639,512 
CONVERSION OF COMVERTIBLE NOTES *NO DEBENTURES __ 8,900 


1,423,89,911 
OEOUCT IONS: 
CASH DIVIDENOS PAIO 
TRANSFER TO RESERVE FOR LOAN LOSSES, 


AFTER APPLICABLE 
BALANCE ..7 JUNE 30 


35,234,311 


TAXES - 


$1,388,661 ,600 


== 


$ 6/9,2]1,000 


3, 41,102 


14,207,163 
3,545,162 
41,397,116 


“61,215.22 


123,296,614 

11,254,393 
__ 21,411,109 
155, 962,116 


464,534,772 


56,29 52 
36,019,991 
14 108,040 
510,951,332 
31, 104,95 
16,533,421 
27,444,039 
__61 , 103, 070 
_ S64 , 304 , 233 
108,436,290 
30,124,839 
78,311,451 


(1,547,661) 


$ 76,763,190 


oe 


$2.45 
2.40 


2.17 
2.13 


sk Se 
$1 ,262,118,234 


16,763,790 
2,411,420 
=i 10,000 
1,341, 303,444 


31, 42,486 


___13, 047,000 
$1 296,313,958 
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AFFIDAVIT OF GABRIEL KASZOVITZ 
SWORN TO FEBRUARY 13, 1975 - 
iN OPPOSITION TO MOTION 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 
NATHAN CHANOFSKY, 
Piaintizf, 
-against- 
THE CHASE MANHATTAN CORPORATION, 


Defendant. 


STATE OF NEW YORK 
SS: 
COUNTY OF NEW YORK 
GABRIEL KASZOVITZ, being duly sworn, deposes and says: 
I am a member of the firm FEDER, KASZOVITZ & WEBER, 
attorneys for the plaintiff herein, @ submit this affidavit 
in opposition to defendant's motion pursuant to Rule 12 (b) (6) to 


dismiss the complaint and/or Rule 56 for summary judgment. 


I have read the affidavit of Thomas G. Labrecque, Sworn 


to December 2, 1974, in support of defendant's motion to dismiss 


out other than a statement that he is a senior vice president of 
defendant Chase. 

The initial Rockefeller statement (Exhibit "A" to the 
Labrecq’.: affidavit) released on October 2, 1974 stated that be- 
cause of over-valuation in the bank's bond trad*°%g inventory 
(approximately $34,000,00 in excess of market value) the defend- 
ant’'s previously released interim financial statements for the 
first two quarters of 1974 had to be "restated". Such restatemen 


40a 


the complaint. Mr. Labrecqve's qualifications are nowhere spelled 


| 


———<___  _________—_____________ 


showed that the defendant's earnings for the six-month period 
were lower by $34,000,000 pre-tax and $15,000,000 after tax, then 
previously reported. More important, the previous report of an 
upward trend in defendant's earnings (compared to the previous 
year) was false and misleading. Indeed, The Wall Street Journal 
article (annexed hereto as Exhibit "1"),reporting the Rockefeller 
disclosure, began with this statement: 


“Chase Manhattan Corporation's earnings gains 
this year have been wiped out by the discovery 
that certain of its securities holdings were 
valued at falsely high levels." 


That both Chase aud the public at large deemed the mat- 
ter highly material is clear from the treatment accorded this 
revelation by both Chase and the news media. The story was pro- 
minently carried on the front page of the New York Times (see 
copy of the Times story annexed hereto as Exhibit "2"). 

The argument presented in Mr. Labrecque's affidavit, as 


I understand it, is as follows: 


(a) Because the conversion premium* for the Chase 6% 


*The “conversion premium” is the percentage by which the cost of 
the common stock, if purchased indirectly by means of purchasing 
the convertible debenture, and then immediately converting the 
debenture into common stock, exceeds the cost of the common stock 
if purchased directly. For example, in the case of the Chase 
645% convertible debentures at issue, the conversion premium was 
$57.50 and the debenture was applied at pax upen conversion. One 
$1,000 Chase debenture was therefore convertible into 17.4 shares 
of common stock. When the Chase bond sold at $70, the cost of 

the bond would be $700, and if immediately converted into the 

17.4 shares of common stock, the cost of the common stock would 

have been $40 per share. If the common stock at the same time 

sold at $32 per share, the difference in purchasing the common 
stock by these two different methods would amount to 2558;.. Toes 
percentage is the conversion premium of the debentures. 


convertible debentures was approximately 25%, that convertible 


debenture did not contain any equity characteristics. 

(b) Because the Chase 65% convertible debenture did not 
contain equity characteristics, the market price of the converti- 
ble debentures responded solely to interest rates and the finan- 
cial condition of Chase; that is, the market reaction of those 
convertible debentures was identical to that of a straight bond. 

(c) Because of Chase's strong financial condition, there 
could be no doubt as to Chase's ability to meet its obligations 
to pay the interest and principal on those convertible debentures 
as they became due. 

(a) Consequently, Labrecque condluces, the Xockefeller 
statemen: could not have had any effect on the market price of 
Chase's 64% convertible debentures. 

Mr. Labrecque's theory is invalid and contradicted by 
the facts. Immediately after the Rockefeller disclosure, and for 
a period of three days, Chase's three equity securities (its 
common stock, the 64% convertible debenture issue here in questio 
and a series of 4-7/8% debentures also convertible into Chase's 
common stock) all declined in price. All three are traded on the 
New York Stock Exchange. On the other hand, during that same 
three-day period, comparable securities and relevant stock market 


indicesdid not decline. Chase 9.70% capital notes, which also 


traded on the New York Stock Exchange and which had no equity 
feature, held a steady course and showed no market reaction to 
the Rockefeller statement. 


The market reaction of Chase's three equity securities to 


Mr. Rockefeller's statement was clear and sharp. Mr. Labrecque 
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has chosen the securities of Chemical and Morgan as comparable 
to those of Chase. 7 believe that Mr. Labrecque will concede 
that the common stock of Citicorp (First National City Bank) is 
also comparable to the common stock of Chase. 

The following table sets forrh the closing market prices 
on the New York Stock Exchange for the common stock of Chase, 
Chemical, Morgan and Citicorp for the period commencing twelve 
trading days before the Rockefeller announcement on October 2, 


1974 and for seventeen trading days after. 


TABLE NO. 1 


COMMON STOCKS 


Chemical 
28-1/2 
28-1/4 
30-1/4 
30-1/4 
31-1/4 


30 


TABLE NO. 1 (Continued) 


COMMON STOCKS 


Chemical Citicorp. Morgan 


28 23-3/8 42-1/2 
23-/34 42-1/2 

23 41-3/4 

41-/34 


43 


The Chase stock dropped 3% points (better than 10% of 


its market value) during the three days immediately after Mr. 


Rockefeller's disclosure. The common stock of Chemical, Morgan 
and Citicorp on the other hand had no corresponding declines. 

The following table sets forth the closing market prices 
on the New York Stock Exchange for the 6% convertible debentures 
of Chase, convertible debentures of Chemical and Morgan (being 
the ones Mr. Labrecque deems comparable), the 4-7/8% Chase con- 
vertible debentures and Chase's capital notes ‘straight bonds) 


for the same period as Table No. l. 


TABLE NO. 2 
CONVERTIBLE DEBENTURES AND BONDS 
LEGEND: 
Chase 6-1/2 
Chemical 51/2 of 96 
Chemical 5s of 93 
Morgan 
Chase 4-7/8 
Chase Capital notes 
Date 
9/16/74 
9/17 
9/18 99-1/8 
9/19 99-3/8 
9/20 99-3/8 
9/23 99-1/4 
9/24 99-1/4 
9/25 99-3/8 


9/26 99-3/8 


TABLE NO. 2 (Continued) 


CONVERTIBLE DEBENTURES AND BONDS 


Date A B c D F 

9/27 60 -- 99-1/4 
9/30 §8-1/2 99-1/2 
10/1/74 59 99-3/4 
10/2 59 99-3/8 
10/3 59 99-1/8 
10/4 -- 99-3/4 
10/7 58-3/8 99-3/8 
10/8 59 99-3/4 
10/9 100 
10/10 100-1/8 
10/11 100-3/4 
10/14 100-1/8 
10/15 100-1/4 
10/18 100-1/4 
10/17 100-1/4 
10/18 100-1/4 
10/21 100-3/8 
10/22 100-3/8 
10/23 


100-1/4 


10/24 100-1/2 


‘ 


Itg is significant that the 64% Chase convertible deben- 
tures dropped 24 points and the 4-7/8% Chase conve *+ible deben- 
tures dropped four points during the sare three-day period that 
the Chase common stock dropped 3% points. This drop in the price 
of both series of Chase convertible debentures was not matched by 
any corresponding drop in the Chase capital notes (straight bond) 
or in the Chemical convertible debentures. Admittedly, there was 
a drop in this three-day period in the market price of Morgan's 
convertible debentures. It seems clear that the drop in the mar- 
ket prices of both issues of Chase convertible debentures resulte 
from Mr. Rockefellei's statement. It may well be that the market 
reaction to the Rockefeller statement also caused the decline in 
the market price of the Morgan convertible debenture. 

The two charts reveal certain other interesting informa- 
tion. The chart for the common stock (No. 1) shows that after 
October 4, 1974 the Chase common stock recovered to its price 
level prevailing before the Rockefeller announcement. However, 
‘the Chemical common stock, the Citicorp common stock and the Morga 
common stock also rose after October 4, 1974, but their market 
rises were to levels well above those prevailing for such stocks 
before the Rockefeller announcement. 

The same significant fact appears with respect to the 
convertible debentures shown in Chart No. 2. Immediately after 
October 4, 1974, both issues of the Chase convertible debentures 
recovered to their respective price levels prevailing in the two- 
week period before the Rockefeller announcement. In contrast, 


the market prices of the Chemical and Morgan convertible deben- 
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tures, at that same time, rose to levels substantially nigher 
than those prevailing for those same securities in the period 
immediately prior to the Rockefeller statement. 

To make certain that the pertinent market prices shown 
in Schedules 1 and 2 were not aberrations, but true indications 
of trading in bank securities during the period in question, I 
have also charted for this same perioa the following: 

(a) Standard and Poor's industrial index of 425 stocks. 

(b) New York Stock Exchange index of financial stocks. 

(c) New York Stock Exchange composite index. 

(a) An issue of Bank of New York convertible debentures. 
That chart is annexed hereto as Exhibit 3 and shows that these 
three indices and the market price for the Bank of New York con- 
vertible debentures all stayed fairly steady during the three- 
day period following the Rockefeller disclosure, and advanced 


after October 4, 1974 to levels well above those for such indices 


and debenture prior to the Rockefeller announcement. 

The conclusion is inescapable that the decline in the 
market prices of the three Chase equity securities (the common 
stock and both issues of convertible debentures) during the 
three trading days immediately following the Rockefeller curative 
disclosure resulted directly from that disclosure. Furthermore, 
that the 34 point drop for the common stock and the 24 and 4 
point drops for the two convertible debenture issues, reflected 
with as much precision as can be deduced from any market reaction 
the over-valuation of those securities during the five-month 


period that the false and misleading Chase financial statements 
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pervaded the market. In other words, the prices prevailing for 
the Chase common stock and for both issues of convertible deben- 
tures from approximately May 10, 1974 through October 1, 1974 
were higher by 3% points for the common stock and 2% and 4 points 
for the convertible debenture issues than they would have been if 
the financial statements of Chase extant during that period were 
accurate instead of indicating an upward trend in earnings over 
the previous year. That upward trend would not have existed ex- 


cept for the over-valuation of the bond trading inventory. 


Labrecque at the time he made his affidavit, Mr. Labrecque states 


In Paragraph "7": 


Despite these facts, all of which were available to Mr. 


"...Accordingly, the convertibility of those 
debentures has not been a material factor 
in the determination of their market price." 
In Paragraph "8": 
"Nor have the facts complained of by plaintiff 
had any effect upon the price of his deben- 
tures. At all relevant times, those deben- 
tures have traded at prices determined on the 
basis of prevailing interest rates..." 
In Paragraph "13" Mr. Labrecque, referring to plaintiff's 
Exhibit "D", states that: 
",..the market price of the Chase debentures 
has moved up and down with prevailing inter- 
est rates in a virtually identical fashion 
with those of comparable debentures issued 
by its competitors, Chemical and Morgan.” 
With respect to this last contention, certainly interest | 
rates are a major, indeed, the primary determinant of the price 
at which Chase's convertible debentures sell on the open market 


when the conversion premium is a high one. But that is not the 
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same thing as saying, as Mr. Labrecque does, that the Chase con- 


vertible debentures had no equity features at all. 

With respect to Mr. Labrecque's statement at the end of 
his affidavit that: 

"  ~.the market price of the debentures is ‘ 

about the same as what plaintiff allegedly 

paid on August 12, T97Ee.607 
it seems Mr. Labrecque ignores the fact that the rise in the mar- 
ket prices of both issues of Chase convertible debentures after 
October 4, 1974, as in the rise of the price of its common stock 
after that same date, was accompanied by greater advances in the 
Chemical and Morgan common stocks and convertible debentures and 
in the Citibank common stocks. It is the first four of these 
securities that Mr. Labrecque has himself chosen as comparable 
to the Chase securities in question, and therefore as a measure 
by which one can determine the amount by which the Chase conver- 
tible debentures and common stock were over-valued during the 
five-month period prior to the Rockefeller statement because of 
the dissemination throughout the market by Chase of false and 
misleading financial statements. 

I certainly do not mean to claim that a market's react:io 
in response to a single stimulus can be measured with exactitude. 
Such a determination is a factual one and must, of necessity, be 
made by the trier of the facts, whether judge or jury. As in any 
other case, expert testimony would be admissible, and, indeed, 
in this case may be necessary to ar.ist the trier of the facts 


in reaching his conclusions. However, as in all other cases, 


the triers of the facts would bring to their task their experiences 
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and understanding. It is respectfully submitted that, at best, 
Chase has presented issues that are factual and cannot be dispose 
of by summary judgment. Indeed, the immediate drops in the marke 
prices of Chase common stock and both issues of convertible deben- 
tures immediately after the Rockefeller curative announcement not 
only refute Mr. Labrecque's pronouncements of how the market shoul 
have acted, but makes clear that the burden lies heavy on defend- 
ant Chase to prove that the stark facts shown in these market 
price schedules do not, in and of themselves, clearly establish 
Chase's liability in this proceeding and the measure of damages 
which each defrauded purchaser in the class is entitled. 

Labrecque claims that at all pertinent times the Chase 
convertible debentures had no equity and therefore traded as 
straight bonds. If so, how does Mr. Labrecque explain that the 
Chase 6% convertible debentures, during September, October and 
November of 1974, had a current yield 5% lower than the Chase 
capital notes, which, indeed, are straight bonds? This informa- 
tion is set forth in Standard and Poor's and Moody's bond guides 
publications and available from any stock broker. 

As further evidence of the equity feature inherent in the 
Chase convertible debentures during this period, annexed hereto 
and marked Exhibit "4" is a report on both Chase convertible de- 


bentures by Standard and Poor in the July 20, 1974 issue of its 


publication, "Fixed Income Investor.” We believe that the author' 


comment there: 
"Positions in either issue should prove 


worthwhile as the underlying common 
stock has good long-range potential. 
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Although the Convertible 64%s have a 

higher level of current income, the 

Convertible 4-7/8s appear more attrac~ 

tive as they offer greater potential 

for conversion profits since they are 

selling at a much smaller premium above 

their value in the underlying equity.” 
is evidence that knowledgeable individuals in the market attribu- 
ted value to the equity feature of both issues of Chase converti- 
ble debentures, even where the conversion premium was high. 

The Court is referred to a book called “Beat the Market” 
by Edward O. Thorp and Sheen T. Kassouf (Random House, 1960), at 
pages 150, etc., where the authors clearly illustrate the equity 
value in convertible debentures selling at premium conversion 


rates even higher than those applicable to the 64% Chase conver- 


tible debentures in the applicable period. 


Despite the certitude with which Mr. Labrecque states his 


theories as to what the market should have done, these the ries 
not only are not facts, but, indeed, are contradicted by the 
factual evidence of market reaction to the Rockefeller announce- 
ment. 


Plaintiff's motion should be denied. 


GABRIEL KASZOVITZ 


Sworn to before me -his 


13th day of February, 1975 


EXHIBIT 1 - WALL STREFT JOURNAL ARTICLE - ANIWJEXED 
TO AFFIDAVIT OF GABRIEL KASZOVITZ 


Sn i nn 
Chase Says ’74 Profit Gauns Wiped Out C 


By Discovery of Overvalued Securities 0" 


Sete coe jt.) 
$1.28 a share, reported in the Hke 1973 mr 


By «a WALL Street JOURNAL Ktaf Reporter 


NEW YORK—Chase Manhattan Corp.'s 
earnings gains this year have been wiped 
out by the discovery that certain of its se- 

¥curities holdings were valued at falsely high 
levels. 

The securities involved were those in the 
bond-dealer operations of Chase Manhattan 
Bank, the holding company’s chief subsidi- 
ary. According to Chase, @ spot check 
showed that bond-trading inventory had 
been valued on its interna] records at about 
$34 million above estimated market values 
as of Monday. 

As « result of the discovery, Chase will 
have to make an after-tax charge of about 
$15 miilion against earnings for the first 
nine months of the year, David Rockefeller, 
chairman, disclosed. The charge will leave 
earnings for the period at about the level of 
the year-earlier period, he said. 

Chase’s officiai statement didn't specily 

"| whether the company believed the talse val- 
vations were deliberately placed to enhanc¢ 
\the dealer operations’ financial perfor- 

~| mance. “There is no question but that ex- 

\tltremely serious errors in judgment have 
been made,” Mr. Rockefeller said. 


4) 4 Senior Vice President Resigns 
“The resignation of the senior vice presi- 
S|aent in charge of Chase’s bond-dealer ac- 
count activities has been accepted as of” 
tituesday, he continued. A spokesman later 
identified the departed exccutive as Hilliard 
o|Farber, a respected name in the capital 
¢| markets. 

A Chase spokesman said the bank is con- 
d|tinuing to look at portfolio valuations mae 
r since the beginning of the year, trying to re- 

nd values. After a final 


d\cial reports for the first two quarters of 1974 
“to the extent necessary.” 

A sourc< close to the bank said that the 
most recent audit came at the end of 1978 
and that adjustments are likely, particu- 
Jarly for the 1974 second quarter. In that 

, the bank reported only a modest 
in bond-trading operations although 
prices declined sharply during the pe- 


In any event, earning; for the first nine 
mortha as a whole will be about unchanged 
from a year carlicr, when the bank reported 
operating net of $119.4 iniiiion, or $3.73 a 

\\ghare. 

For the 1974 first half, Chase originally 
reported operating net of $87.4 million, or 
$2.73 a share, up nearly 12% from a year 
earlier. Furthermore, analysts had expected 
the company to show an 8% to 10% gain in 

‘the third quarter from the $41.1 million, or 


|Boe*ng Co. Contrac 
is Voted by Machinists 


Dy « Wat Braet Juunnar Bag Reporter 
BEATTLE — Mombcrs of the Interna- 


riod, i 

Under generally accepted accounting 
principles, securities held in a bank's trad- 
ing account are carried on the books at 
market value or cost, whichever is lower. 
Thus, any decline in market value is trans- 


lated into a loss on the earnings statement,’ 


whether the securities remain on the bank's 
books or the Joss is actually realized 
through the securities’ sale. 

False Valuations “Apparently Deliberaic” 

Sources close to Chase said the false val- 
uations were “apparently deliberate’ but 
that no law-enforcement agency had been 
called in. The false entries ‘‘weren't acci- 
dental,”” the source said. 

Analysts generally expressed surprise 
that the false entries could have gone unde- 
tected for nine months. Most banks ana 
non-bank dealers have control systcms 
under which securities valuations ars mace 
on a weekly, monthly or quarterly | «sis by 
persons outside the actual trading «pera 
tion. This serves as a check agains: valua- 
tions by specific traders or their sup¢ riors. 

In Chase’s case, sources said thi 
monthly checks were made, but the cherks 


itself. Periodic audits were also made by, 
outsiders, but relatively infrequently, as in-; 
dicated by the nine-month wait since the} 
last previous one. | 

Mr. Rockefeller said immediate steps 
have been taken to establish “additional 
controls’’ over bond-trading-account vaius 
tion procedures.” According to a bank 
spokesman, the valuations will be audite: 


and at times by outside accounting firms. | 

Chase trading inveniory consists pr.mur-| 
ily of U.S. government securities, federal 
agency issues and state and municipal se 
curitics. 

Chase Manhattan Corp. shares close’! 
yesterday on the New York Stock Evchan;: 
at $27.125, down §$2.375 from Tueslay's 
close. The stock had traded as low a's $26.625' 
at one point yesterday. 


were carried out by the trading ee 


monthly by persons outside the 1 


iF 
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, Wp 7 ey ‘ | mw ATE DITSING | 
SHATESUEIVIS (Chooe anh gam ports (OUSECUTSAUTS 
RORGIG AID BL S°¢-Milkéore For FORRINCH BY a 

IN ROR) VigToRY Announcement of Mispricea’secirities tn) Kj " Wie 


Bond-Trading Account of World’: Vo.3 

Rhy ne Baitk Stirs Financia! Cornimunity | . 

‘Action Put Off at Least Until i= * [$850,000 Requested for t.1s 
After November Election By JOHN H, ALLAN | Transition Expenses Is 


—Vote Is 41 to 39 The Chase Manhattan Bank,\tablished over the valuation | Slashed in 2 Votes | 
in an announcement that sen procedures of the bond-trading | | 


a tremor of concern through- account, | 


— 


out the financial community,| Hilliard Farber, 1 senior vice! By DAVID E. ROSENBAUM 
CURBS HAD BEEN ADDED disclosed yesterday that it had)president of the bank and head| Special to The New York Times 
discovered that securities in itslof its bond-trading operations, WASHINGTON, Oct. 2-—-Tie 
: bond-trading account had been/has resigned, effective Oct. 1,|House of Representatives vo. ai 
Restriction on C.I.A. Among) overvalued by $34-million in its! bank spokesman confirmed ;tonight to cut by morc thir 


‘ 


Them—Outcome Reverses financial records. . _  |yesterday. jthree-quarters the amount «' 
; ; s a result, the Chase. re-| The recalculation of the/Money sought by former Presi- 
Tuesday Action by Senate valued its inventory of bonds)hank’'s earnings did not disturb/dent Richard M. Nixon to pay 
—an action that will reduce its|securities analysts s0 much as|for b's pension and official ea- 
, fter-tax earnings by about » th b} had|penses as a private citizen. 
SEYMOUR M. KERSH “ a . the fac’ that the problem had) > 

— to The New _— $15-million and bring themioccurrea at the Chase—the| Mr. Nixon has asked ‘or, 
WASHINGTON, Oct. 7 _—-The|about into line with the profits world's third largest bank. a to cover his cots) 


Senate upheld the Ford Admin- it reported last year. — Over the Jast year, banks in\through next June. | 
In disctosing the bond-ac-line United Stries and abroad|, But the House, by votes of | 
342 to 47 and 321 to 62, cut 


istration tonight by voting to r. . 

shelve—at least until after the court revaluation, David Rock-|},,ye moved through a rocky t 

November elections—this year s efciicr, chairman of the Chase, | period of historically high in.|the figure to $260,000. 

controversial $2.5-billion for- stated that “extremely serious! +arest rates, ji ric loan losses, | Efforts to limit the ap>°9- 
priation to the former Pi: >! 


cign aid bill. The vote was 41 errors of judgment” had been|toreign-exchenge losses and ' 
os 3 made. However, he estimated). oral on dent's $55,000 pension w -¢ 


ier |that, even with th luati rejected by votes of 228 io 
The vote came after critics) he " ear e revaluation.) «ich signs of weakness have) : y 7 

of the Administration's foreign the bank's carnings for the first) a anos k 169 and 277 to 107. 

policy forced through a series vine months of 1974 would woo “igile tors to aso A Senate subcommittce °75 
of restrictive amendments, in- approximately the same as PA cay » re aes ince approved $328,000 for 
cluding a ban on all clandestine|?27*. when it reported profits |Sronst , und they have gravi-inixon, but there Is CONS UF, 

s . f 04. tated toward the country §) . he Sen: 

activities of tho Central Intel-\° $119.4-million. lable sentiment in the Senate, 
Mr. Rockefeller said addi- largest banks xnd away from! for a further reduction. 


ligence Agency, except thosc } — ode . 
specifically listed by the Pres-[Uonal_¢ utrels wore being es-|Continued on Passe 65, Column 5} Part of Appropriation Bill | 
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rt CHASE ANNOUNCES 
~ BiG WRITE-DOWN 


7 954,000 
978,000 | 


© Continued 
} 


From Page 1, Col. 3 


ics, smaller regional banks. 

“| According to the Chase 
Hi'spokesman, the ov.rvaluation 
“a4, the bank's internal auditors, 
574 who check the records on a 

| Spot basis, examined the inven- 
*320| tory of approximately $800- 

“xc| million of United States Treas- 
wan ury, Federal egency and state 

,and municipa! securities in the 
ree trading account. 

“@c;| Banks normally restate the 
jvalue of such securities at the 

‘sa end of each month, reporting| 
10.48 J | 
them at their cost or at cur-| 

vocp rent prices in the bond mar- 
‘#52 ket, whichever is lower. Gains| 
from quaiter to quafter are| 

1633 added to earnings, and de-| 
@e clines are subtracted from| 

vayg 2arnings. ee 
te Market prices for United) 
.jgg States Treasury securities are 
i253 readily: available, but 
'3 for the many different issues 
of tax-exempt bonds and notes 

3p: are more difficult to state with, 
sc jcertainty, bankers explained| 


i yesterday. An element of mar- 
ito ket judgment enters into the 


statements, 
Why the Chase trading ac-| 


Manhattan Bank, would restate 
its financial statements for the 


: 65 


| prices stated on end-of-month |pany that owns the Chase| account revaluation came a 


jlittle more than a week before 
the Chase is scheduled to hold 


count was overstated by $34-/previously reported quarters in|another meeting with securi- 


mijlion could not be determined | 

yesterday. 
Securities 

with banks 


analysts familiar! 
surmised that. it! 


1974 after a final revaluation 
of its securities inventory had 
been completed. 

While the details of the ad- 


ties analysts to repert on its 
operations. 

On Sept. 12, 1973, Mr. Rocke- 
feller and William C. Butcher, 


may have been the result ofiditional controls have not been president, went before a simi- 
heavy pressure, now endemic|completed, the bank is con-jlar meeting of investment ana- 


among banks, 
earnings. 

For all 1973, the Chase re- 
ported a profit in its trading 
account of $8.88-million, down 
$9.5l-million in 1972. In the 
first quarter of this year, how- 
ever, it lost $7.5-million in the} 
bond-trading account. 

At the end of 1973, the bank 
held! almost $1.08-billion of se- 
curities in its trading account, 
more than twice the $418- 
million inventory it held a year 
earlier. 

Switch in Interest Rates | 


Earl: in 1974, Chase offi- 
cials, 1ik6 many oankers, be- 
lieved interest rates were 
headed downward, a trend that! 


would tend to help to raise 
trading account profits. Instead, 


slightly and then climbed by 


evaluations of securities in- 
ventary by personnel outside 
the dtrading department itself. 


|Octasionally such checks will 


be made by «uditors outside 
the bank, a spokesman said. 
The Chase 
that its Treasury and municipal 
securities trading was continu- 
ing to function normally and 


jthat it was not altering its) 


method of operation. Thomas 
G. Labrecque, a senior vice 
president, was nam. acting 
head of the department 

On the New York Stock Ex- 


change yesterday, Chase Man-, 


hatan Corporation 
stock traded at as 
$26.625 a share, its lowest level 


common 


in more than 10 years, and| 
rices| however, interest rates dipped|closed at $27.50, down $2.375' The Champlin Petro.eum Car- 


from its closing price Tuesday. 


Jate summer to their highest/Other major banking-company 


levels in history. 
Mr. Rockefeller said yester-! 
day that the Chase Manhattan 


stocks, though notably weak 
this summer, 
change. 


Corporation, the holding com-| The disclosure of the bond- 


said yesterday, 


low as! 


showed little| project, 


to maximize|sidering conducting its monthly|!ysts to outline the plans of the 


ank, 

Mr. Rockefeller then noted 
that the Chase had a five-year 
compounded earnings growth 
tate of 6.6 per cent, or 2.2 per 
cent lower than.that of the 
preceding five years. He also 
‘pointed out that the bank's 
four-year growth rate in the 
period since he had become 
chairman und chief executive 
was 7.1 per cent, or 1.7 per 
cent below its 1962-1967 per- 
formance. 

“Quite frankly,” Mr. Rocke- 
feller told the analysts, “these 
f-gures are not satisfactory to 


” 


ime. 


| Champlin Plans Exp3 sion 
ENID, Okla., Oct, 2 (UPD-< 


poration announced teday a 
$28-million expansiun for its 
|Enid refinery and said the 
with engineering al- 
ready under way. would be 
completed within we vears, 


EXHIBIT 3 - CHART - ANNEXED TO AFFIDAVIT 
OF GABRIEL KASZOVITZ 


Date 


Sept. 


Oct. 


N.Y.Stock 
Exchange 


Composite 
34.63 


so229 
35.39 
36.63 
36.74 
36.45 
35.75 
38.61 
35,02 
34.25 
33.45 
30.39 
33.44 
$2.89 
32.90 
34.19 
34.16 


35.69 


SGi7% 


37.49 
38.36 
37.67 
Siskhe 
37.52 
38.08 


38.72 


EXHIBIT "3" 


N.Y. Stock 
Exchange 


Finance 


35.19 
36.03 
36.17 
37.66 
38.41 
38.31 
37.64 
37.80 
37220 
36.35 
35.02 
35.28 
35.65 
35. 02 
34.97 
36.10 
36.12 
37528 
39.21 
4O.14 
40.75 
39.93 
39.40 
39.69 
40.54 


41.58 


Standard & 


425 


74.55 
75.76 
76.16 
78.85 
76.75 
77.84 
76.25 
75.68 
24.39 
72.993 
Tie Ux 
70.88 
710.19 
69.53 
69.53 
72.46 
72.28 
75.64 
Plsae 
79.36 
81.219 
79.73 
78.46 
79.45 


80.76 


Bank of New 


Poors Industrial York 
Convertibles 


71-1/8 


72-7/8 


73-1/2 


74-1/2 


76-1/2 


EXHIBIT 4 - REPORT - 


ANNEXED TO AFFIDAVIT 


OF GABRIEL KASZOVITZ 


accident and health, property and casualty, and other imsurance 
policies. Its marketing efforts at present ure primarily directed at the 
independent food distribution industry 


Since the start of its K mart program, Kresge has compiled an 
outstanding growth record among major domestic retailers. During 
that 12-year period, the company’s sales, net income, and earnings per 
common share have shown consistent year-to-year increases In the 
past five years, the compounded annual increase in total sules and net 
income have been 21.8% and 23.7%, respectively. The company has 
paid cash dividends on its common stock in every year since 1913. 


Year Ended about January 31 

1974 1973 wl wt 1970 

Net Sales (Mu $) .. . 46)) 3.837) 3,100) 2,599,185 
Nat lecome (Mil §) ... . i” "7 

Interest umes earned 

After tarer om 861200 
Inctodrag rents 1 1a 
Before aves 1782 UD 
tarned per commons es . . 11s 100 
Davidends por common snare ($) ow 0.173 


In the first fiscal quarter ended May 1, 1974, despite the uncertain- 
ties in the economy and problems caused by mecchandise shoriages 
and widespread inflationary cost increases, Kresge's sales rose 24.2% 
to $1,136 million from $915 million in the corresponding period a year 
earlier and net income was up 2! % to $27.7 million, or $0.23 a com- 
mon share, from $22.95 million, or $0.19 a share. The latest dividend 
of $0.055 a share, paid in June, indicates an annual rate of $0.22 a 
share. 


Sales continued to be relatively strong in the second quarter, and 
for the nine weeks ended June 26, 1974, were estimated at $9529 
million, or 23.1% above the same nine weeks in 1973 Supported by 
new store openings and a strong promotional approach, sales for the 
year ending in January 1975 should show a wide gain over the $4.63 
billion of fiscal 1973-197! Earnings for the present fiscal year may ad- 
vance to the area of $1.30 a share from last year's $1.15. Longer tern 
although an increasing number of stores are maturing, the accelerat 
expansion program should support a high rate of sales growth, and the 
company's strong management depth should aid in producing a fa- 
vorable profit trend. The common stack, re: ently selling around 32 or 
about midway in its price range for 1974 to date, is ranked as a high 
quality holding in the retail group. Assuming reasonable pricing of the 
present issue of convertible debentures, the bonds should have appeal 
for investors willing to assume moderate risks 


ASSET PROTECTION: These debentures ate subordinated to all 
of the company’s semor funded indebtedness, which totaled $21,031,- 
U0 on May |, 1974, as well as to its short-term borrowings and to 11s 
surious lease obligations. The present value of uggrcgale minimum 
rental commuments at January 31, 1974, was $1,069,598 000, before 
allowing for the then-present value of subleases of $183,804,000. Pro 
forma to include this issue, but excluding capitalized leases, total 
funded debt would have been equal to 62.6% of net plant ut January 
Ji, 1974, und $9.1% including investments. On that date, working 
capital would have been equal to 163.7% of total funded debt, und net 
combined assets, to 511.1%. Including capttalzed leases, indebicdness 
would have been equal to 90.7% of net plant, and 89 4%, including in- 
vestments. Working capital would have been equal to 62 5% of total 
indebtedness, and net combined assets, to 170.4%. Cash flow for the 
year ended Junuary 31, 1974, would have been equal to 78.5% of pro 
forma funded debt, excluding capttalized leases, and 13 6% of total in- 
dedtedv2ss, including capitalized leases Including capitalized leases, 
total long-term indebtedness would have been $7.6% of capitulization 
on May 1, 1974, and common equity, 424% 
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The company's capitalization including leave obligations, ts rather 
highly leve rage land scents tikhely foremamsoin the future as More a 
such obligations are created to implement the aggressive store expan 
sion program On the other hand Kresee has an unusually good track 
record, and the weight of present evidence indicates that its relatively 
strong sales and earnings performance is likely to continue Accord 
ingly, we are assigning an“’A™ rating to this issue 


CHASE MANHATIAN CORPORATION 
WORTHWHILE POTENTIAL 


Conv 64a, 16 


Stock 
Quality Bond "Shs Per = tCoav Stock Value ttPre Current Return 
Rating Pree $1,000 Bd Parity Pree of Bonds mum tStock §Bond 
ane 7 11 44% Mba 595, pe e42% «8 44% 
got rated *Cony at $57.50 to maturity Total potential increase in shares oulstanding 
from all sources, 194% tI Mectwe com per share, based on bond prune ttExcess of bond 
prive over siock value | Based un indicated annual divadend of $2.20 end current stock price 

if converted, yreid wowld be 3 B)% GY reid ty) matunty 500+ 


aon aes, 1993 
Stock 

Quality Bond “She Per Conv Stock Valve 1tPre 
Rating Proce $1,000 Bd Party Pree of Bonds mum tSiock = Bond 
“NR 67's wis be Mi, 62', 64% 642% 8=7:22% 

plsewed by ( hase Manhatian Bank, now joint obligations of bank and holdang company 
**Not rated *Conv at $55 00 to maturity Total potentsa! increase im shares outstanding 
from all sources, 19.4%. (Effective cost per share, baeed on bond price ti Excess of bond 
price over siock value 1 Based un indicated annual dividend of $2.20 and current stock prnce, 
if converted, yield would be $.93% FVieid to matunty 638% 


Current Return 


Positions in either issue should prove worthwhile as the underlying 
common stock has good long-range potential Although the 
Convertible 642s have a higher level of current income, the 
Convertible 474s appear more attractive as they offer greater 
potential for conversion profits since they are selling a! a much 
smaller premium above their value in the underlying equity (see page 
551). 


BENDIX CORP. PFDS. 
ATTRACTIVE POTENTIALS 
Shs of Com Sth 
Quahty Pid Com per 1Coev Com Value tPre Yuld 
Kating Pree Pia Sik Parity Price of Pid mum Pid. Kom 
Bu “ly us 9, IBS, 42% $4 64% 657% 
tEffective cost per share, based on preferred price ttt sess of preicrred pnce over com 
mon stock value [Based on an annual divedend rate af $3.00 §Based on an indicated annual 
deadend of $1.80 nad current stock price, { convertex yreld would be 6 07% 


These $3.00 Cumulative Convertible Preferreds (a Recommended 
List issue), currently selling at a modest premium above their value in 
the attractively priced underlying common shares, have potential for 
long-term appreciation and for conversion profits The issuc also 
offers satisfactory current income and at a level ahave that on the 
commun equity 


We continue to estimate evrnings for the fiscal year to end Sep- 
tember 30, 1974, at $4.50 a shure, compared with the $4.19 a shure of 
the prior fiscul year. The gain would stem primarily from sharply in- 
creased profitability of the highly leveraged machine tool operations, 
substantial diminution of aerospace technical problems, and reduced 
start-up costs. These factors are outweighing a soft aulomotive 
market and losses from recreational vencles 


A further advance to at least $4.75 a share is projected for fiscal 
1974-75, paced by some upturn in the auto market, further cost 
efficrencies, and benefits from price increases Over the longer term, 
empha vis or. both further com mercial diversification and wider cxpan- 
sion into foreign markets should be beneficial 


FIXED INCOME INVESTOR 


REPLY AFFIDAVIT OF THOMAS G. LABRECQUE 
SWORN TO MARCH 4, 1975 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


NATHAN CHANOFSKY, 


Plaintiff, 


-against- 74 Civ. 4376 (KTD) 


THE CHASE MANHATTAN CORPCRATION, : REPLY AFFIDAVIT IN SUPPORT 
OF MOTION TO DISMISS OR, 
Defendant. ALTERNATIVELY, FOR SUMMARY 
JUDGMENT 


STATE OF NEW YORK 


COUNTY OF NEW YORK 


THOMAS G. LABRECQUE, being duly sworn, deposes and 


1. I have read the opposing affidavit of Gabriel 
Kaszovitz, Esq., plaintiff's attorney, sworn to February 13, 
1975, and make this affidavit in reply thereto and in further 
support of defendant Chase's motion to dismiss the complaint 
for failure to state a claim upon which relief can be granted, 
or, alternatively, for summary judgment in its favor. 

2. In view of the fact that Mr. Kaszovitz questions 
my qualifications to evaluate the market price behavior of bank 
stocks and debentures, it is appropriate for me to state my 
qualifications so that all the affidavits before the Court on 
this motion may be accorded “he proper weight. My present 
duties encompass the supervi:ion of the Portfolio and Invest- 
ment Banking Department of Chase's subsidiary, The Chase 


Manhattan Bank, N.A. ("the Bank"). I am also the Treasurer 
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Uf Chase. My prior duties since 1971 have included the manage~ 


ment of the Bank's Bank Portfolio Group. I am a lecturer at 
Stonier Graduate School of Banking and have spoken at numerous 
professional association and university investment seminars. 
I have had three years of post-graduate training in business at 
the American University and New York University during the 
years 1962 through 1965. 

3. Mr. Kaszovitz does not contest the first five 


facts set forth in Chase's Rule 9(g) Statement. He thus con~ 


| 
cedes that his client bases his claim solely upon the purchase | 
of five of Chase's 6-1/2% convertible subordinated debentures; | 
that while the option to convert to common is at a price of 
$57.50 per share, the market price of the common has not idle 
$44 per share; and that Chase has at all times been able to meet 
its interest and principal obligations under the debentures. 
Nevertheless, he attempts to show a three-day "market reaction" 
in the price of the debentures after the announcement of a 
revaluation in the Bank's bond trading account; claims that the 
“reaction” was caused by che announcement and that the "reaction" 
demonstrates “he materiality of the earlier alleged misrepresent 
ations relating to the account; and further claims that the low 
point in this reaction fixes the measv-e of damages. No evidence 
is adduced to support any of these claims. 

4. The revaluation did not represent any realized 
loss resulting from actual trading transactions. Rather, it 
related solely *° the valuation at a given point in time of 
bond inventory held by the Bank. As set forth in my prior 
affidavit, the amount of this temporary unrealized 1oss, result- 
ing from the difference between cost and estimated market valve, | 


has been substantially reduced by the subsequent increase in 
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prevailing bond prices. Notwithstanding the lurid press 
reports quoted in plaintiff's papers, investors appear to be 
aware of this distinction. 

5. In attempting to show a market reaction to Chase's 
announcement of the revaluation in the price of Chase's 6-1/2% 
debentures, Mr. Kaszovitz seems to rely primarily on his own 


interpretation of trading data for other securities, including 


argument boils down to is that the debentures here involved 
declined 2-3/4 points from October 1 to October 4, 1974. This 


he attributes ipse dixit to Chase's October 2, 1974 announcement 


common stocks, which his client does not hold. But what his | 
| 
| 
‘ 
{ 


In fact, however, the short-term statistics to which he points 
do not support his conclusion as to causation. Indeed, an 
examination of the daily prices which he tabulates in his 
affidavit indicates quite the opposite. 

6. During the three-day period from October 4 to 
October 4, 1974, as well as during the prior week, the Chase 
6-1/2% debentures were declining in accordance with a general 
price decline for similar securities. (Kaszovitz affidavit, 
Table No. 2) Following October 4, both the Chase 6-1/2% 
debentures and similar securities rose in price. Although such 
trends do not result in identical price movements on a daily 
basis, as more fully discussed, below, the correlation between 
the prices of Chase, Chemical and Morgan convertible debentures 
around the time of Chase's announcement is readily apparent 
from the Table annexed to Mr. Kaszovitz's affidavit. The 
2-3/4 decline on Chase debentures was matched by a similar 
decline on those of Morgan: 2-3/8 points. The Chemical deben- 
tures did not trade on October 4, but their prior novement since 


September 25, as with Chase and Morgan, followed the prevailing 
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shifts in interest rates. 

7. Mr. Kaszovitz's unsupported assertion that the 
2-3/4 point decline from October 1 to October 4 was caused, or 
even influenced, by Chase's announcement is wholly belied by 
the greater decline experienced by Chase's 6-1/2% debentures 
in the four prior trading days. From September 25 to September 
30, 1974, the market price of Chase's 6-1/2% debentures Asetinnd | 
4 points from 74 to 70. Comparable declines occurred in the | 
debentures of Chemical and Morgan. Mr. Kaszovitz offers no 
explanation (and indeed there is none) why, if Cha’ 2's debentures 


were trading on equity, their rate of decline was so radically 


| 
| 
| 
| 
reduced following Chase's announcement. | 

8. In choosing to look solely at this three-day 
period, Mr. Kaszovitz ignores the fact that on the fourth day, | 
October 7, 1974, the price of the debentures which his client | 
holds rose 2-1/2 points, reversing almost entirely the “losses” | 
of which he complains. 

9. The alleced "loss" which plaintiff seeks to 
attribute to Chase's announcement is, in fact, wholly within 
the expected range of price variances which frequertly occur on 


a short-term basis in any auction market,and did so occur in the 


market for Chase's debentures. Such price fluctuations result 


10. In connection with the preparation of this 
affidavit, I have reviewed the price fluctuations for Chase's 
6-1/2% debentures as listed on the New York Stock Exchange. 
Annexed hereto as Exhibit E is a list of those prices, on a 
daily basis, showirj closing prices since January 1972 and high 


and low prices since January 1973 (the period for which such 


| 
| 
from the normal dynamics of the market. 
| 
| 
/ 
| 
| 
| 
| 
| 
! 
| 


data is available on Chase's computers). Annexed hereto as 


Exhibits F and G are tabulations of price variations exceeding 
2 points. 

ll. During the period from February 1972 through 
February 1975, the closing price of Chase's 6-1/2% debentures 
has fluctuated 2 or more points, in a given three or four day 
period, no fewer than 71 times. (As reflected on Exhibits E 
and F, such variations have ranged as high as 7 points, and 
have equalled or exceeded 4 points on 12 separate occasions.) 
Indeed, since January 1973, the difference between the high 


and low trading price of the 6-1/2% debentures has equalled or 


exceeded 2 points in a given day on 30 separate occasions. 


(As reflected on Exhibits E and G, the price of those debentures 
dropped 2-1/8 points the very day after plaintiff's purchase 
on August 12, 1974.) 

12. Fluctuations in these amounts represent nothing 
more or less than the nature of an auction market. When viewed 
in the context of the more substantial decline commencing on 
September 25, 1974, the 2-3/4 point decline from October 1 to 
October 4 to which plaintiff refers is, in fact, no evidence 
at all of a market reaction to Chase's announcement. 

13. Had the market looked to the value of Chase's 
ce;amon stock in pricing its 6-1/2% debentures following the 
announcement of October 2, one would have expected the previous 
decline to continue full force. Instead, however, the price of 
those debentures rose 2-3/4 points back to 69-1/2 on October 7, 
notwithstanding the absence of any comparable rise in the price 
of Chase's common stock. (Kaszovitz affidavit, Tables 1 and 2). 

14. The allegations in paragraphs 5 and 12 of 
plaintiff's complaint are belied by indisputable facts, and 


the short-term statistics to which his counsel now points do 
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not support the conclusion for which > arques. I stand by the 
statement in my prior affidavit that tne fluctuations in market 
price of Chase's 6-1/2% convertible debentures during the entire 
period from May 10, 1974 to date, as well as during the week of 
October 1, 1974, are not attributable to the earnings or reported! 
earnings of Chase. It follows that such fluctuations are equally 
unrelated to the effect of the revaluation on those earnings. 

15. It appears from Mr. Kaszovitz's comparisons 01 
fluctuating debenture prices with prices of Chase's outstanding 
floating-rate notes (which he erroneously describes as "capital 
notes" and "straight bond") that he does not understani the 
nature of those notes. They carry a fluctuating interest rate 
which is adjusted from time to time in accordance wit: prevailing 
rates for Treasury Bills and early redemption options. They are 
by no stretch of imagination comparable to a fixed rate, long- 


tarm bond or capital issue. The 1/2% spread in interest rates 


between debentures and notes, which he refers to at page 12 of 


his affidavit, is primarily due to the difference between short 
and long-term interest rates. Although the floating-rate notes 
are nominally due in 1999, their adjustable rate of interest, 
toyether with the holder's repayment options on and after June 
15, 1976, account for the fact that their current yield differs 


from that of a long-term obligation. 


16. The debentures which plaintiff is alleged to 
have purchased at a price of 74-1/2 on August 12, 1974, have 
subsequent:y risen as high as 33 (on February 6, 12/75) and are 
presently traded at about 80. If Chase's announcement could 
be said to have had any short-term effect on their price, 
it certainly does not appear from the market statistics 
upon which plaintiff seeks to rely. By the close of business 
on October 7, 1974 (the date of the summons in this action) 
the 2-3/4 decline of which he complains was quickly and 


almost entirely reversed. The fictional "loss" was, in any event 
wholly within the range of normal fluctuations. 


17. Accordingly, the very short-term price movement 


to which plaintiff points as evidence of a “market reaction” 


was insignificant in amount, fleeting in duration, and fully 


reversed. It furnishes no evidence at all of materiality, 


causality, or damage. 


Sworn to before me this 


4th day of March, 1975. 


KENNETH A, PER™O, IA 
NOTARY PUBLIC. 314+ of Nov Yor 
COmitaeiod 24,06 wuica 30, 4978 


EXHIBIT E - LIST - ANNEXED TO REPLY AFFIDAVIT 
OF THOMAS G. LABRECQUE 
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1/14/72 
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5/28/74 
5/29/74 
5/30/74 
5/31/74 
6/ 1/74 
6/ 2/74 
6/3/74 _. 
6/ 4/74 
6/ S/T4 
6/ 7/74 
6/ 8/74 
6/ 9/74 
6/10/74 
6/11/74 
6/12/74 
6/13/74 
6/14/74 
6/15/74 
6/16/74 
6/17/74 
6/18/74 
6/19/74 
8720779 BB .t 
ii. 
6/22/74 
6/23/74 
6/24/74 
6/25/74 
6/26/74 
6/27/74 
6/28/74 
6/29/74 
6/30/74 
7/ 1/74 
7/ 2/74 
7/ 3AsTA 


T/ 4/74 
7/ S/T74 
7T/ 6/74 
7/ 7/74 
T/ 8/74 
T/ 9/74 
_T/LO/T4_ 
T/11/74 
T2774 
7/13/74 
T/14/74 
7/15/74 
T/16/74 
T/17/74 
7/18/74 
7/19/74 
7/20/74 
7/21/74 
7/22/74 
7/23/74 
7/24/74 
7/25/74 
cl 
T/2T/74 
7/28/74 
7/29/74 


0.0 
76.000 

0.0 

0.0 
74.500 


3 __Thedet.. 


0.0 


72.000; 


< 


104,000 


9/ 8/74 
Q/ 9/74 
G/10774 
Q/1L1L/74 
ISL PS TS 
I/13774 
9/14/74 
9/15/74 
9/16/74 
9/17/74 
9/18/74 
9/19/74 
9/20/74 
9/21774 
9/22/74 
9/23/74 
Q/24/T4 
9/25/74 


Q/?P6/T4 
Q/?PTSTS 
9/2PA/T4 
_ 9/29/74 
SILBOST4 
he 1/74 
10/7 2/74 
19/ 377% 
10/7 4/74 
10/ 5/74 
10/ 6/74 
10/ 7/74 
10/ 8/74 
10/7 9774 


LO/10/7% 
10/11/74 
10/12/74 
10/13/74 
190/14/7% 
19/15/74 
10/16/74 
LO/17/74 
10/18/74 
“T0719774 
10/20/74 
10/21/74 
10/22/74 
10/23/74 
10/24/74 
10/25/74 
10/26/74 
10/27/74 
10/28/74 
10/29/74 
10/30/74 
10/31/74 
11/4 1/74 
11/7 2/774 
1l/ 3/74 
Ll/ 4/74 


BP a Se 


11/7 6/74 
l1/ 7/74 
Y1L/ B74 
liv 9/74 
11/10/74 
IIZ11/7% 
11/19/74 


me 


0.9 
72.600 
71.000 
70.500 
70.900 
69.500 

0.0 

0,0 
70.900 
71.759 
71.500 
73.900 
73,500 

0.0 

Oev 
73.990 
73.090 
4,500 
74,000 
73.506 

0.0 

0.0 
72.750 
70.000 
70.500 
68.500 
68.625 

0.0 

0.0 
69.590 
70.500 


76,900 


72,000. > 


72,000 
0.0 
0.0 

71.500 

1.509 

70.009 

70.250 

72,500 
0.0 
0.0 

72.500 

74.090 

73.000 

{2et25 

71,000 
0,9 
0.0 

72.000 

72.500 

73.000 

73.000 

72.500 
9.0 
0.0 

72.759 

75.000 

76.000 

715,250 

75.500 
4.0 
0.0 

74.00) 

76.009 


Oe) 
709.375 


70.500 


70.009 
70,500 
70.750 
732900 
12287 
0.0 
0.0 
72.625 
722750 
74.009 
L3e125 
TO eDAD 
0.9 
0.9 


70.090. 


69.750 
68.0090 
68.250 
67,009 
0.0 
0.0 
68.250 
69.000 


69,250 


70,990. 


1 ae 
0.0 
0.0 

1231S 

70.000 

69.500 

70.000 

70,090 
0,0 
%.0 

71.759 

722500 

712500 

Tle2f590 

79.500 
0.9 
0.0 

70.750 

71.500 

71.500 

71.500 

72.900 
0.0 
9.9 

72.909 

72.569 

7 »>2 900 


T4625 


>> 


20 
(0.675 
0.750 


0.000 
Chie 
10.7350: ! 
13.0"0 
73.000 
0.0 

0.0 
13.000 
iPeTS0 
74.000 
732500 
1360 » 
0.90 


750 


72.500 
6.0 
0-9 

72,900 

73.000' 

72.009 

71.75) 

71.0600 
0,0 
0.0 

72.6509 

71.500 

73.909 

72.00) 

72.500 


~~ 


11/13/74 
11/14/74 
11/15/74 
11/16/74 
LI/17/74 
11/13/74 
11/19/74 
11/20/74 
11/21/74 
11/22/74 
11/23/74 
11/24/74 
11/25/74 
11/26/74 
11/27/74 
11/28/74 
11/29/74 
11/39/74 
12/ 1/74 
12/ 2/74 
12/ 3/74 
4/74 
5/74 
6/74 
7/74 
A/T4 
9/74 
12/10/74 
12/11/74 
12/12/74 
12/13/74 
12/14/74 
12/15/74 
1L2/16774 
12/17/74 
12/18/74 
12/19/74 
12/20/74 
12/21/74 
12/22/74 
12/23/74 
12/24/74 
12/25/74 
12/26/74 
12/27/74 
12/28/74 
12/29/74 
12/30/74 
12/31/74 
1/ 1/78 
l/ 2/75 
l/ 3/75 
14 4/75 
l/ 5/75 
l/ 6/75 
1/ 7/75 
1/ 8/75 
1/ 9/75 
“T710/75 
1/11/75 
1/12/75 
1/13/75 
1/14/75 
1/15/75 
1/16/75 
1/17/75 


74.750 
7-500 
75.500 
0.0 
0.0 
74.500 
74.000 
74.500 
74.250 
73.000 
0.0 
0.0 
73.500 
73.500 
74,500 


72.000 


0.0 
0.0 

70.500 

70.500) 


1/18/75 
1/19/75 
1/20/75 
1/21/75 
1/22/75 
1/23/75 
1/24/75 
1/25/75 
1/26/75 
1/27/75 
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1/29/79 
1/30/75 
1/31/75 
1/75 
2/TS 
3/75 
4/75 
5/75 
6/75 
7/75 
8/75 
9/75 
2/10/75 
2/11/78 
2/12/75 
2/13/75 
2/14/75 
2/15/75 
2/16/75 
2/17/75 


2/18/75 
2/19/75 


60.500 


80.500 


EXHIBIT F - CHART - ANNEXED TO REPLY AFFIDAVIT 
OF THOMAS G. LABRECQUE 


THREE AND FOUR DAY PERIODS 
OVER WHICH THE CLOSING PRICE 
VARIED (DECLINED OR ROSE) 
FROM BETWEEN 2 AND 7 POINTS 


Period 


2/@-2/11/72 
3/17-3/20/72 
3/21-3/24/72 
6/20-6/23/72 
6/26-6/29/72 
7/18-7/21/72 
8/9-8/11/72 
8/21-8/23/72 
8/29-9/1/72 
9/5-9/8/72 
9/26-9/28/72 
10/10-10/13/72 
10/17-10/20/72 
11/27-11/30/72 
12/4-12/6/72 
12/18-12/21/72 
1/9-1/12/73 
2/6-2/9/73 
2/13-2/16/73 
3/13~-3/16/73 
3/19-3/22/73 
3/20-3/23/73 
5/22-5/24/73 
6/26-6/29/73 
7/16-7/19/73 
7/30-8/2/73 
8/7-8/10/73 
9/5-9/7/73 
9/10-9/13/73 
9/17-9/20/73 
9/18-9/21/73 
11/5-11/7/73 
12/3-12/5/73 
12/26-12/28/73 
1/7-1/10/74 
1/28-1/31/74 
1/29-2/1/74 
2/5-2/8/74 
2/19-2/22/74 
2/27-3/1/74 
3/11-3/13/74 


Highest 


Close 


113.5 
113.5 
116 
113 
110 
113 
117 
120.5 
121.125 
121.5 
121 
120 
112.75 
114.75 
112.75 
111 
114.5 
111.625 
107.875 
107 
104 
104 

97 

98 
106 
103.5 
102.125 
103.5 
106 
109.25 
111 
106.5 
105 
110 
109.625 
106.375 
105 
103 
103 
103.5 
103 


Variation 
(+ or -) 


Le++ 


++++ 


. 
2 
7 


+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 
+ 


Period 


3/26-3/..9 74 
4/1-4/4/ 74 
4/2-4/5/74 
5/6-5/9/74 
5/7-5/10/74 
6/3-6/7/74 
6/17-6/20/74 
6/18-6,/21/74 
6/24-6/27/74 
6/25-6/28/74 
71/8-7/10/74 
7/10-7/12/74 
1/24-7/26/74 
1/29-7/31/74 
8/6-8/9/74 
8/12-8/14/74 
8/27-8/3C/74 
9/4-9/6/74 
9/16-9/19/74 


10/8-10/10/74 
10/16-10/18/74 
10/22-10/25/74 


11/4-11/6/74 


12/17-12/20/74 
12/31/74-1/3/75 


1/6-1/9/75 
1/7-1/10/75 
1/14-1/17/7: 
1/20-1/22/75 
2/10-2/13/75 


Highest 
Close 


Date 


3/26 
4/1 
4/2 
5/6 
5/7 
6/7 
6/17 
6/18 
6/24 
6/25 
7/8 
7/12 
7/24 
7/29 
8/6 
8/12 
8/30 
9/6 
9/19 
10/10 
10/18 
10/22 
11/6 
12/17 
1/3 
1/9 
1/10 
1/17 
1/22 
2/10 
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Date 


3/29 
4/4 
4/5 
5/9 
5/10 
6/3 
6/20 
6/21 
6/27 
6/28 
7/10 
7/10 
7/26 
7/31 
8/9 
8/14 
8/27 
9/4 
9/16 
10/8 
10/16 
10/25 
11/4 
12/20 
12/31 
1/6 
1/7 
1/14 
1/20 
2/13 


Variation 
(+ or -) 
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EXHIBIT G - CHART - ANNEXED TO REPLY AFFIDAVIT 
OF THOMAS G. LABRECQUE 


DATES ON WHICH THE DIFFERENTIAL 
BETWEEN HIGH AND LOW SELLING 
PRICES OF CHASE MANHATTAN 
CORPORATION 6-1/2% VERTIBLE 
SUBORDINATED DEBEN™. €S EQUALED 
OR EXCEEDED 2 POIN’% 


Date H Differential 


January 2, 1973 
February 7, 1973 
February 13, 1973 
May 24, 1973 
June 13, 1973 


September 13, 1973 


WwW 
. 

uw 
°o 


September 18, 1973 
October 1, 1973 

December 28, 1973 
February 19, 1974 


February 20, 1974 


. 
N 
uw 


March 1, 1974 
May 10, 1974 


. 
nN 
wn 


June 3, 1974 
June 20, 1974 


June 2), 1974 


a a a a 
uw 


July 10, 1974 


Date 


July 12, 1974 
July 26, 1974 
July 31, 1974 
August 13, 1974 
September 5, 1%/4 
September 6, 1974 
September 30, 1974 
October 10, 1974 
October 18, 1974 
November 5, 1974 
January 9, 1975 
January 27, 1975 


February 11, 1975 


Differential 


75.5 
77 
75.5 
72.375 
68.875 
70.5 
70 

70 

70 


AFFIDAVIT °F MARK L. SONTAG 
SWORN TO MARCH 7, 1975 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 
NATHAN CHANOFSKY, 
Plaintiff, 
-against- 
FIRAY 2S 
THE CHASE MANHATTAN CORPORATION, 


Defendant. 


STATE OF NEW YORK 
SS: 
COUNTY OF NEW YORK 


MARK L. SONTAG, being duly sworn, deposes and says: 
[I am a registered representative presently associated 
with A. T. Brad & Co., members of the New York Stock Exchange. 
I have been a register’ i representative for the past four years, 
affiliated during that period with different member firms of the 
New York Stock Exchange. 


I have read the affidavits of Thomas G. Labrecque, 


sworn to December et 1974 and March 4, 1975, submitted in support 


of plaintiff's motion to dismiss the complaint, or alternatively 
for summary judgment, and the affidavit of Gabriel Kaszovitz, 
sworn to February 15, 1975, in opposition to such motion. 

As shown in the affidavit of Gabriel Kaszovitz, 
during the three-day period immediately after the Rockefeller 
announcement on October 2, 1974, the market prices of all three 
Chase equity securities dropped. The common stock dropped 34 
points, Chase's 64% convertible debentures dropped 2-3/4 points 
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and Chase's 4-7/8% convertible debentures dropped 4 points. Be- 
ginning October 7, 1974, and for a three-week period thereafter, 
the prices for these three Chase securities rose, but only to 
the price levels that they were at before the Rockefeller an- 
nouncement. The market prices for the comparable securities re- 
ferred to in the Labrecque and Kaszovitz affidavits (a) did not 
(with exception of the Morgan convertible debentures) drop in the 
three-day period after the Rockefeller announcement, and (b) in 
the three-week period commencing October 7, 1975 rose (including 
the Morgan convertible debentures) to price levels significantly 
above those they were at before the Rockefeller announcement. 
From these facts, I conclude that there was a causal 
relationship between the Rockefeller announcement and the de- 
cline in the market prices of the three Chase equity securities 
(including the 64% convertible debentures) during the three days 
following the RovckefeJjler announcement. Furthermore, tT con¢lude 
that the Rockefeller statement had a negative influence on the 
market prices of the three Chase equity securities in the three- 
week peri-u commencing October 7, 1974, in that the market prices 
of those three securities would have probably risen to higher 
levels, and equal to the rise in the market prices of the com- 
parable securities, had there been no such statement. Certainly, 
one cannot disregard the effect of the Rockefeller statement on 
the market prices of securities, as Mr. Labrecque has done. 
~ go not take issue v’ th Mr. Labrecque's statement in 
Paragrap) “9" on Page “4” of his reply affidavit, where he says 
that a 2-3/4 point drop in the price of Chase's 64% convertible 
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debentures was: 

"...wholly within the expected range 

of price variances which frequently 

occur on a short term basis in any 

aucticn market..." 
and that: 

" ..such price fluctuations result 

from the normal dynamics of the 

market." 
But that is not the same thing as saying that all such fluctua- 
tions result from the normal dynamics of an auction market, Or 
that the price movements of the three Chase securities during 
the period in question resulted from the normal dynamics of the 
market. On the contrary, the very close time proximity between 
the Rockefeller announcement and the price drops of the Chase 
securities, and the different market movements (and non-movements) 
of the comparable securities compel the conclusion that there 
was a causal relationship between the Rockefeller statement and 
the prices of the three Chase securities and that the Rockefeller 


statement had a negative effect oi. the market prices of the three 


Chase equity securities, including the 6s% convertible debentures. 


MARA L. SONTAG 


Sworn toc »efore me this 


7th day cf March, 1975 


CACC KAS7ZOvIT” 
Watery bv! reat New York 
Po OHO 

ea Don Crete Comnty 
Commiasion Baytee March JU, 19, 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 
NATHAN CHANOFSKY, : 74 Civ. 4376 (KTD) 
Plaintiff, : NOTICE OF MOTION FOR 
ENLARGEMENT OF TIME 
~against- : TO MAKE A MOTION FOR 
REARGUMENT 
THE CHASE MANHATTAN CORPORATION, 


Defendant. 


Kaszovitz, sworn to on the 8th day’ of April, 1975, the plaintiff 
will move this Court in Room 318 at the United States Courthouse, 


Foley Square, New York, New York, on April 22, 1975, at 2:15 P.M 


PLEASE TAKE NOTICE that, on the affidavit of Gabriel 
\ 
| 


or as soon thereafter a8 counsel can be heard, for an order 

(1) Pursuant to Rule 6(b) of the Federal Rules of civit| 
| Procedure enlarging the time of plaintiff to make a motion, | 
pursuant to this Court's General Rule 9(m), for reargument of 
defendant's motion to dismiss the complaint or to grant defendant 
summary judgment ; 

(2) Pursuant to this Court's General Rule 9(m), per~ 
mitting plaintiff to file an affidavit or affidavits in support 


of plaintiff's motion for reargument ; 


(3) Permitting plaintiff to withdraw its consent, 


previously given at the Court's request, waiving plaintiff's 


right to a trial by jury, and for granting such other and further 


relief ae is just and proper. 


Dated: New York, New York 
April 8, 1975. 


Yours, etc. 


FEDER, KASZOVITZ & WEBER 


OY... mg 
(A Member of the Firm) 
Attorneys for Plaintiff 
450 Seventh Avenue 

New York, N.Y. 10001 
(212) 239-4610 


TO: MILBANK, TWEED, HADLEY & McCLOY 
Attorneys for Defendant 
The Chase Manhattan Corporation 
One Chase Manhattan Plaza 
New York, New York 10005 
(212) 422-2660 


AFFIDAVIT OF GABRIEL KASZOVITZ 
SWORN TO APRIU 8, 1975 - 
IN SUPPORT OF MOTION 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


74 Civ. 4376 (KTD) 
NATHAN CHANOFSKY, 
AFFIDAVIT IN SUPPORT 
Plaintiff, : OF MOTION FOR ENLARGE- 
MENT OF TIME TO MAKE 
-against- : MOTION FOR REARGUMENT 


THE CHASE MANHATTAN CORPORATION, 


Defendant. 


STATE OF NEW YORK ) 


COUNTY OF NEW YORK ) 


1. I ama member of the firm of FEDER, KASZOVITZ & 
WEBER, attorneys for the plaintiff herein, and I submit this 
affidavit in support of plaintiff's motion pursuant to Rule 6(b) 
seeking enlargement of plaintiff's time to make a motion for re- 
argument. The Memorandum Opinion of this Court granting defendant 
judgment in this action was filed on March 24, 1975, 

2. L observe the Jewish Passover holidays, which com- 
menced this year on the evening of March 26th of 1975. This year, 
as I do every year, I take a vacation at Passover time, My last 
day in the office was March 25th and I left New York City with my 

| children on the morning of March 26th, The fact that the Court's 


Memorandum Opinion had been filed first appeared in the New York 
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Law Journal after I had left. I was not aware that the Court had 
rendered and filed its Memorandum Opinion until I returned from my 
vacation and dropped by my office on Sunday, April 6, 1975. By 
then, plaintiff's time (ten days after the filing of the Opinion) 
to move for reargument pursuant to this Court's General Rule 9(m) 
had already passed. 

3, During my absence, my partner, Alvin M. Feder, 
undertook to seek an adjournment of the settlement date of the 
proposed judgment uncil two days after my return 560 that I could 
have an opportunity to look at the Court's Opinion and determine 
what action plaintiff should take. Mr. Feder is not familiar 
with this case and, therefore, was not aware of the desirability 
for plaintiff to make 8 motion for reargument. 

4. In these circumstances, I believe that plaintiff's 
failure to move for reargument within the ten-day time limit was 
excusable, and that this Court should exercise the discretion 
granted it by Rule 6(b) to enlarge plaintiff's time to move for 


reargument. 


The basis for a motion for reargument. 


5, In the beginning of its Memorandum Opinion, the 
era ces ae follows: 
"Tt was clear at argument of the motion 


that both sides agreed as to the facts as 
set forth in the affidavits. Both sides at 
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that time decided to waive a jury. A sugges- 
tion was made that some expert testimony be 
taken to inform the Court as to the workings 
of the ‘stock market’. While I certainly do 
not claim any expertise in the area, for some 
unstated reason, the partyes agreed to waive 
any such offer of proof.+/ Under tae circum- 
stances, the parties agreed to have the case 
marked "submitted" on the facts contained in 
the affidavits, which had ben agreed to and 
conceded by the parties." 


6. Nowhere in its motion papers or an oral argument 
did plaintiff or its counsel ever agree to (a) waive any offer of 


proof, whether by expert testimony or otherwise, by which to 


inform the Court as to the workings of the "Stock Market"; 


(b) waive the offer of any other proof for a determinatiox of 
damages, or (c) a, ee to "submit" the case to final determination 
on the disputed facts set forth in the affidavits. In effect, the 
Court states in its opinion that plaintiff waived its right to a 
trial. This plaintiff never intended to do and never in fact did. 
Accordingly, the Court erred in assuming that the parties had 
waived their rights to a trial at this juncture of the litigation 
prior to issue having been joined. 

7. To the contrary, a reading of the affidavits and 
briefs submitted by plaintiff in opposition to the motion (see 
particularly Point I of plaintiff's Rebuttal Memorandum dated 
March 7, 1975) makes clear that with respect to the issue of 


damages, expert testimony was needed to determine the trve ralue 


* 


of the securities and the extent to which they were inflated by 
reason of Chase's misstatements, I emphatically reiterated this 
point during o-al argument. 

8. While I, as plaintiff's counsel, am put in the 
difficult position of contradicting the Court's recollection 
as to what transpired during colloquy on oral argument, I feel it 
incumbent upon me to bring this matter before the Court in order 
to protect the interests of the plaintiff and the class he 
represents. 

9. On its motion to reargue, plaintiff seeks the right 
to submit affidavits, which right may be granted by this Court 
pursuant to General Rule 9(m),so as to establish these facts. 
Plaintiff's right to a jury trial. 

10. It is true that I, as counsel for plaintiff, did, 
in reply to the Court's inquiry, agree to waive trial by jury. 
The Court's inquiry on this point surprised me since it seemed 
highly unusual to raise the question at this juncture in the 
proceedings before issue had even been joined. In waiving trial 
by jury, I at no time consented to waiver of a trial on the 
question of damages or any other issue. It may be that the 
Court assumed that the jury waiver constituted a submission on 
stipulated facts. If so, the Court's assumption was erroneous. 
Certainly at oral argument I at no time indicated that I was 


agreeable to any such disposition, nor is there any indication 
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of such inclination in plaintiff's motion papers. 

11. In the circumstances, plaintiff's consent to jury 
waiver having apparently been inisunderstood by the Court, and 
plainiff's counsel misunderstanding what the Court was seeking 
in securing that waiver, it is respectfully requested that plain- 
tiff be allowed to withdraw its consent to a waiver of jury trial. 

12. Furthermore, the Court's questions at oral argu- 
ment as to why plaintiff elected a trial by jury, and whether 
plaintiff (and defendant) consented to waive trial by jury, left 
ime with the impression, rightly or wrongly, that the Court did 
not want a jury trial, and indeed was pressing to secure a waiver 


of a jury trial. I do not say that wae the impression the Court 


| intended to convey, but only that it was the impression the Court 
4 


conveyed to me and to my partner, Murray Skala, who was present 
at oral argument. In those circumstances, I believe that with- 
drawal of the jury waiver is not only wholly appropriate but in 
the best interests of justice in this case. 

{the Court's interpretation of the law. 

13. That the Court's opinion was a determination made 
by it as a trier of the facts and not a determination of law is 
clear from th. »pinion itself. On page 2, the first full para- 
jgxaph, the Court states: 

"This opinion therefore constitutes findings of 


fact and conclusions of law as required by Rule 
52 of the Federal Rules of Civil Procedure." 
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Rule 52 calls for findings of fact by a judge sitting without a 
jury. 

14. Not only did the Court err in that it determined 
factual issues, but also, it is respectfully submitted that the 
Court was in error in its interpretation and application of the 


law. 


15. At page 7 of its opinion the Court recognizes as 


the proper measure of damages in a 10-b-5 stock fraud action 


"the difference between the contract price or the 

price paid, and the real or actual value at [that] 

date." 

16. However, in the very next paragraph the Court 
deems material the fact that (a) plaintiff never sold his 


debentures, (b) has a "paper profit", and (c) that he has no 


"out-of-pocket" loss. As noted at page 13 in our memorandum dated 


February 13, 1975, the courts have held that the requirement of 
actual damages under Section 28 (a) of the 1934 Act (that is, 
"out-of-pocket loss") does not require actual monetary loss or 
even a paper loss. The real measure, 48 stated by the courts, 

is the difference between the prices paid and the real or actual 
value (that is, the intrinsic value) of the securities at the 
time purchased. Thus, whether plaintiff ever sold his debentures 
and whether at a later date he had a paper (or even an actual 
cash) profit, is not only not determinative of the issue but 


may not even be material. 


17. Obviously expert testimony will be needed to 
determine the “actual value" (that is, intrinsic value) of the 
securities at the time of purchase when the misstatements were 
extant, and the extent to which those misstatements inflated 
the prices paid by members of the class at the time of their 
purchase. 

18. At page 5 of its opinion, the Court dismisses the 
use of market averages as proper measures in trying to eliminate 
“other market factors" that have a bearing on the price of the 
affectea securiti>s, other than the effect of the misstatements 
and the curative disclosure. We respectfully refer the Court 


to the very recent opinion of Judge Mot!2y of this Court in the 


case of Beecher v. Able; Levy v. Douglas Aircraft Co., Inc., 


Nos. 66 Civ. 3471, 66 Civ. 3382, March 17, 1975, reported as 
495,016 in C.C.H. Federal Securities Reporter. In determining 
damages, Judge Motley specifically looked at applicable market 
averages to adjust market prices. 

WHEREFORE, it is respectfully requested that plaintiff's 
motion for an enlargement of time in which to make a motion to 


reargue, be granted. 


Sworn to before me this 


8th day of April, 1975 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK AFFIDAVIT OF WILLIAM E. 
JACKSON, SWORN TO APRIL 18, 
Seem em ew we ce eee ee see ee en nenneen x 1975 - IN OPPOSITION TO 
MOTION 
NATHAN CHANOFSKY, : 
Plaintiff, 3 
74 Civ. 4376 (KTD) 
~against- $ 
AFFIDAVIT IN OPPOSITION 
THE CHASE MANHATTAN CORPORATION ,: TO MOTION IN RESPECT TO 
REARGUMENT AND WAIVER 
Defendants. : OF JURY DEMAND 
et eee x 


STATE OF NEW YORK ) 


COUNTY OF NEW YORK ) 


WILLIAM E. JACKSON, being duly swe=n, says: 

lL. I ama member of the firm of Milbank, Tweed, 
Hadley & McCloy, attorneys for defendant The Chase Manhattan 
Corporetion. I have personal knowledge of the facts set forth 
herein, lave read the moving affidavit of Gabriel Kaszovitz, 
Esq., sworn to April 8, 1975, and submit this affidavit in 
opposition to plaintiff's motivun (1) to enlarge plaintiff's 
time to move for reargument of defendant's motion whic re- 
sulted in the memorandum decision of this Court dated March 21, 
1975, (2) to permit the filing of additional affidavits in 
support of a motion for reargument, and (3) to permit the 
withdrawal of plaintiff's consent to trial by the Court sitting 
without a jury, which consent was given in an oral stipulation 
by thu attorneys of record for both parties, made in open court 


on March 7, 1975, and subsequently entered in the record. 


Plaintiff's consent to trial by the Court 


2. I argued in support of defendant's motion on 


March 7, 1975. At the conclusion of that argument, the Court 
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| dispute as to the market statistics and that the facts are as 


inquired of counsel for both parties whether they consented to 
waive a jury in this case. Mr. Kaszovitz consented on behalf 
of plaintiff and I consented on behalf of defendant. The Court 
at no time requested the parties to make such a waiver, but 
merely inquired whether they wished to do so, in view of their 


agreement, in the course of the argument, that there was no 


anit 


stated in the motion papers. 
3. The Court appeared to have read carefully the 
parties' affidavits prior to the argument, and inquired of 


Mr. Kaszovitz quite early in the hearing whether there was any 


factual issue presented by those papers. Mr. Kaszovitz responded 
that there was no dispute on the evidentiary facts of market 
statistics, but that plaintiff contended the intuitive knowledge 
of the trier of facts would be important in determining how 
they should be interpreted. In this context, che Court inquired 


why plaintiff had filed a jury demand, to which Mr. Kaszovitz 


| 
responded that he really did not know why he had demanded a | 
jury, except that he files such a demand as a matter of course. | 

| 
Since the stipulation waiving trial by jury was made at the close | 

! 
of oral argument, I cannot believe that the Court's suggestion 
came as any surprise to Mr. Kaszovitz. Mr. Kaszovitz's withdrawal 


of plaintiff's jury demand, and consent to submission of the 


case to the Court, came much later in the argument and after he 


had ample opportunity to reflect upon his choice of trier of 
fact. 
4. In any event, Mr. Kaszovitz concedes in his 


affidavit that he knowingly waived his client's right to trial 


by jury in open court, that suc’ waiver was joined in by defen- 


dant, and that he did not thereafter raise any objection there'.., | 


or suggest that his consent was not freely given, until after 
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(and, indeed, long after) the Court's decision. we respectfully 
submit that under these circumstances there is no factual or 


legal basis for permitting that waiver to be withdrawn. 


Plaintiff's motion to enlarge 
his time to move for reargument 


5, Mr. Kaszovitz seeks reargument of defendant's 
motion to dismiss, or alternatively for summary judgment, which 
motion was decided by this Court's memorandum filed March 24, 


1975. A Judyment reflecting the Court's decision was <: yned 


h by the Court on April 9, 1975 and entered on April 15, 1975. 


Plaintiff's motion papers for an enlargement of time to move 
for reargument, pursuant to General Rule 9(m), were served on 
April 9, 1975 - some 16 days after the filing of the Court's 
determination. Clearly this request has not been made "before 
the expiration of the period originally prescribed," and plain- 
tiff must accordingly show both sufficient “cause" for the re- 
quested enlargement and that its prior "failure to act was the 
result of excusable neglect." Cf. Federal Rules of Civil | 
Procedure, Riu 6(b) (2). | 
6. Although it is somewhat unclear from Mr. Kaszovitz's 
affidavit just what he contends is the “excusable neglect" 
which accounts for plaintiff's failure to serve a timely motion 
for reargument, it appears that Mr. Kaszovitz's absence from 
his office is not the real reason ‘or such failure. During 
his vacation from March 26 to April 6, his partner, Mr. Feder, 
appears to have taken charge o. this case, and to have obtained 
such adjournments of time as he thought appropriate in respect 
to settlement of a judgment, pending Mr. Kaszovitz's return. 


Clearly, it is Mr. Feder's neglect, either to prepare and serve 


a motion for rearguaent or to request an extension of plaintiff's 


time to act in this regard, which must be excused. Mr. 
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| Kaszovitz suggests that “Mr. Feder is not familiar with this 
| case,” but tiere is no suggestion that he did not knowingly 
* | permit plaintifi's time to move for relief under Ger eral Rule 
é(m) to expire. Rather, it is urged that Mr. Feder was “not 
H ware of the desirability" of such a motion, and that his 
neglect to consult with his partners in this regard should be 
excused. 
7. Mr. Kaszovitz's affidavit leaves unexplained the 
e | whereabouts of Mr. Skala a* the time of this “neglect”. Mr. 
Skala, another partner in the firm of Feder, Kaszovitz & Weber, 


| 
| was also present at the oral argument of March 7, and presumabiy 
} 
i} 


hw i in a position .o advise Mr. Feder of any basis for reargument, 

| pending Mr. Kaszovitz's return. Mr. Xaszovitz offers no explana- 
. tion whatsoever for Mr. Feder's apparent. failur ult with 
e Mr. Skala as to the “desirability” of reargument, and both Mr. 


Feder and Mr. Skala remain silent as to the reasons for this 


entrusted to its senior member the question of appropriate 


| 
neglect. 
bd 3. We respectfully submit that it ill behooves a 
| firm of attorneys which purports to act for a plaintiff class 
| seeking Rule 10b-5 damages and counsel fees, and which 
| 


action in response to the Court's decision, to argue that his 
lack of familiarity with the case is any excuse for neglect to 


act within the period provided by the Court's rules. 


Plaintiff's purported basis 
| for reargument 


9. 


In view of the fact that Mr. Kaszovitz's affidavit 


is devoted, in part, to a recitation of the grounds upon 


which plaintiff seeks reargument, it may be appropriate here t 


ad | respond to those allegations, invo)] sing as they do a claim 
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i} 
| of Mark L. Sontag, did plaintiff offer any additional facts, 


that this Court in its written decision filed March 24, 1975 
has misreported the statements of counsel at oral argument. 


10. Having been present at the argument of Marcn « 


| it was clear to me that both sides agreed to the facts se* 


! 
ij 


forth in the affidavits, and that both sides explicitly 


| waived a jury. Although I recall no specific offer of ex, 


testimony to inform the Court as to the workings of the 


' market, I know that plaintiff had ample opportunity to mak 


such an offer in his affidavits, and that an affidavit of 

L. Sontag, sworn to March 7, 1975, was submitted to the Court 

by plaintiff as expert testimony in opposition to the motion. 

I distinctly recall that upon conclusion of that argument, botn 
counsel agreed to mark the case submitted on the facts contained 
in the affidavits, which facts (as distinguished from the 
inferences properl: . ‘rivable therefrom by the trier of fact) 
were conceded by the parties. 

ll. Mr. Kaszovitz's assertion that he intended to 
preserve the right to offer additional proof comes as a complete 
surprise to me, in view of his statements at that argument and 
in plaintiff's Rebuttal Memorandum served upon us that same after-~ 
noon. Indeed, at page 4 of that memorandum, Mr. Kaszovitz con- 
ceded that the evidentiary facts upon which he seeks to make a 
case are not in dispute. 

“What facts? Both Mr. Labrecque and Mr. 

Kaszovitz have the same knowledge of the facts, 
which are also readily available to this Court, 
that is, the published facts in the newspapers. 
These were the Rockefeller announcement and the 
market prices cf the various securities at 
different dates.” 
Nowhere in that memorandum, or in the accompanying affidavit 
} 


or experts’ conclusions, beyond those set forth in its affidavits, 
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12. The unilateral assertion of plaintiff's counsel, 
made for the first time after this Court's decision, (and, 
indeed, after the expiration of his time to move for reargument 
of that decision) that he did not intend to submit the case 
for final determination by the Court, furnishes no basis for 
reargument. Nor do the incomplete facts set forth to show 
“excusable neglect" justify an enlargement of his time to so 
move. 

13. In any event, plaintiff is bound by his counsel's 
consent to waiver of a jury trial, made by oral stipulation in 
open court on March 7, 1975, and agreed to by counsel for defen- 
dant. The alleged “misunderstanding” of plaintiff's counsel, 
belatedly urged upon this Court, cannot operate to set aside 
that clear and unequivocal stipulation. The judgment of the 


Court should stand as entered on April 15, 1975. 


Lriecenn, € Jeahetr 
- 
Zz 1am kL. ackson 


Sworn to before me this 


18th day of April, 1975. 


ae 


4 cjpotrinrdtey 


ty Tease Yorks Cumanty 
sug teed Museh Jee 197%, 


REPLY AFFIDAVIT OF GABRIEL KASZOVITZ 
SWORN TO APRIL 28, 1975 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


be ar ah ae as ae aa aa he me ane Ws) See a 4 
NATHAN CHANOFSKY 

Plaintiff 74 Civ. 4376 (KTD) 

-against- 
REPLY AFFIDAVIT 

THE CHASE MANHATTAN CORPORATION 

Defendant 
Gases a Gel te osama eed ape ieee ae ae CMa “ARC E ars Smet aare aaa tae X 


STATE OF NEW YORK ) 
COUNTY OF NEW YURE ) sacs 
GABRIEL KASZOVITZ, being duly sworn, deposes and says: 
1. I am a member of the firm of FEDER, KAS ZOVITZ & 
WEBER, attorneys for the plaintiff herein, and I submit this 
reply affidavit in support of plaintiff's motion pursuant to 


Rule 6(b) seeking enlargement of plaintiff's time to make a motion 


| for reargument. 


2. The most significant statement in Mr. Jackson's 
answering affidavit appears in paragraph 10 at page 5, wherein 
he states: 

“Although I recall no specific offer of expert 
testimony to inform the Court as to the workings of the 
atock market ..." 

Mr. Jackson's recollection of the colloquy at oral argument on 


this one point coincides with mine, and differs with the recollec- 


tion of the Court, which stated in its opinion that 


. 
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"A suggestion was made that some = testimony 
be taken to inform the Court as to the workings of the 
"stock market’ _ 
The Court's opinion then notes that “for some unstate:. reason, | 
the parties agreed to waive any such offer of proof" and 
therefore the case was " ‘submitted’ on the facts contained in 
the affidavits'’, and the Court proceeded to render a Rule 52 


factual determination after trial. 


It is respectfully submitted that since (as Mr. 
Jackson confirms) the Court's recollection of the colloquy concern- 
ing an offer of expert testimony was inaccurate, then there was | 
no basis for a Rule 52 factual determination. As already noted | 
in my earlier affidavit (sworn to April 9, 1975) I had argued | 
orally that expert testimony was definitely needed to interpret 
the stock market prices. 

3. Mr. Jackson states in his paragraph 10 that 
"both counsel agreed to mark the case submitted on the facts 
contained in the affidavits". 

What actually happened was that at the close of 
argument (as Mr. Skala and I both recall) the Court said 
“Case submitted”. I assumed at that point that since we had 
only argued a motion, that what the Court had meant to say was 
“motion submitted". Leaving the courtroom, Mr. Skala did 
express surprise at the Court's language, but to me it appeared 


that the Court's use of the word “case instead of ‘motion’ was 
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a slip of the tongue. At no time was the question put to any 
counsel as to whether the "case" had been submitted by them, nor 
was there any such submission made. 
4. In paragraph 3 of his affidavit (at page 2), Mr. 
Jackson makes the following inceresting statement about what 
was said at oral argument: 
‘Mr. Kaszovitz responded that there was no dispute 
on evidentiary facts of market statistics, but that 
plaintiff contended the intuitive knowledge of the trier 


of the facts would be important In determining how they 
should be interpreted". 


When I read Mr. Jackson's affidevit I recollected 


using the word “intuitive” in referring to the reasoning 
processes the jury uses in its fact-finding role. Mr. Skala 
also recalls my use of the word “intuitive”. Such a recollection 


of specific language may be accounted for by the fact that 


defendant's counsel appeared to have someone taking notes of 


the ora’ argument: If there is a transcript of colloquy at 
oral argument defendant's counsel should produce it so that we 


are not left trying to reconstruct the colloquy from memory. 


What Mr. Jackson does not state in his affidavit is that my 
reference to a jury's use of its intuitive knowledge was in 
conjunction with my statement made at the same time that the 
jury (as any trier of facts) would have to be guided by expert 
testimony in interpreting market prices as a way of measuring 


damages. This is particularly true where the market reaction 


to the Rockefeller curative statement has to be measured against 
the prices of comparable securities and market indices to really 
understand the market reaction. 


5. 1 do not intend to pick Mr. Jackson's affidavit 


apart word by word although he ascribes assumptions to me I never 


made, reaches conclusions not warranted by the facts, and quotes 
statements out of context, all for the purpose of trying to 
salvage a Rule 52 factual de fon which was beneficial to 
defendant and which Mr. Jackson tries to convert into a decision 
as a matter of law, trying to argue that no factual disputes 
existed. Thus, in paragraph 2 «f his affidavit, at page 3. 

Mr. Jackson claims that plaintiff's counsel agreed “that there 
was no dispute as to the market statistics" and “that the facts 
are as stated in the motion papers". Plaintiff conceded that 
there was no dispute as to the market prices set forth in the 
original motion papers. The remainder of those motion papers 
set forth very sharp controversy as to what those market 
statistics meant. Mr. Jackson's statement that there was ‘'no 
dispute" as to the facts would convert the Court's factual 
determination on the original motion to one of law and thus 
avoid any controversy as to what occurred at the argument on 

the motion. But the Court did not make a "law" determination. 
It made a Rule 52 factual determination, and Mr. Jackson's 


erroneous contention that there were no factual disputes between 


plaintiff and defendant does not change what the Court in fact 
did. 

6. As a further example, in paragraph 11, at page 5, 
of his affidavit, Mr. Jackson quotes a paragraph from our rebuttal 
memorandum to indicate that we contended that there was no factual, 
dispute. That paragraph clearly refers only to the market prices | 
and does not concede that no expert testimony is required to | 
interpret them. Furthermore, that paragraph .s quoted completely | 
out of context, since it was inserted as a derisive reply to the 
statement at page 8 of defendant's reply memorandum in which the 
claim was made tnat plaintiff's “major premise" of alleged 
liability is supported only by an “attorney's theories", which 
were rebutted by"affiants with knowledge of the facts". In light 
of that statement, the paragraph in our rebuttal memorandum 
quoted by Mr. Jackson only points out that Mr. Labrecque and 
I were both dealing with market prices and it was ludicrous 
to call Mr. Labrecque's biased interpretations facts and in the 
same breath to refer to my interpretations as an “attorney's 
theories". 

7. It is almost a cliche to say that in determining 
a motion for summary judgment the Court's task is “issue finding" 
and not “isesve determination". In the instant situation the 
Court found the existence of factual questions (otherwise how 


could it have made a Rule 52 factual finding?), so Mr. Jackson's 
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claim that no factual issues existed is not in support of the 
Court's finding, but contrary to that finding. What the Court 
did do was determine that the interpretation of those market 
prices was a factual question which the Court then determined 
on the erroneous assumption that further proof had been waiwv i. 
8. With respect to plaintiff's request for an 
enlargement of time in which to make 4 motion for reargument, 


Mr. Jackson argues that my partner, Mr. Feder, had taken charge 


of this matter and therefore should have been in a position to 
make the motion for reargument. However, Mr. Feder was not 


present at oral argument and could not know what was said in 


colloquy with the Court. Since the basis for the motion for 
reargument was the colloquy at oral argument, Mr. Feder was 
never in a position to bring on the motion. 


9. With respect to Mr. Jackson's statement (paragraph 


7 of his affidavit at page 4) that we left unexplained the where- | 


abouts of Mr. Skala, Mr. Skala's affidavit answers that question. | 


He was out of the office on a vacation which did not bring him 


back to the office until April 7. The reason why Mr. Skale and 

I were both away at the same time is because the Passover holidays 
coincided with school vacations. Because of my personal circun- 
stances (my wife is deceased and I have three minor children) 

I must observe these religious holidays at a hotel away from 


home since there is no one at home to prepare for them. 


10. Mr. Jackson makes much of the fact that 16 days 
elapsed before we moved for reargument. Like many things in 
his affidavit, that statement is misleading even if true. The 
last day to make the motion to reargue was April 4. Thus 
the eleventh and twelfth days were weekend days. On April 7, 
when I first saw the Court's determination, I called deferdant's 
counsel and advised them that the motion for reargument was 
being prepared. That was the thirteenth day and my first day 
back in the office. My affidavit and the notice of motion are 
dated April 8, 1975, the day they were prepared. Because of 


absence from the office at the end of that day, the motion 


papers were not mailed until the 9th, only two (not ten) days 


after I was first aware that such a motion was in order. 
ll. The motion should be granted. 


e 


Sworn to before me this 


28th 4 of April, 1975 


rer’ ¢ (2a 
Gi. CALL LK Keel 


Ne@tary Pu e Stete of New York 
No. 701/840 


* Quatified in Ree land Cou re 
firm Lxpires March 30, 1 Aer 4 


AFFIDAVIT OF MURRAY L. SKALA 
SWORN TO APRIL 28, 1975 - 
IN SUPPORT OF MOTION 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


NATHAN CHANOFSKY 
Plaintiff 
-against- AFFIDAVIT 
THE CHASE MANHATTAN CORPORATION 


STATE OF NEW YORK ) 
COUNTY OF NEW YORK ) 4% 

MURRAY L. SKALA, being duly sworn, deposes and says: 

I submit this affidavit in support of plaintiff's 
motion pursuant to Rule 6 (b) seeking enlargement of plaintiff's 
time to make a motion for reargument. 

I was away, together with my wife, for the entire 
week ending April 5, 1975/and "Ske aad sienna ap obthes until 
April 7. Consequently, I was in no position to have timely 
made the motion for reargument. I could take that vacation only 
during that week this time of year because the vacaiion had 


to coincide with my younger sister's school vacation so I could 


leave my two-year-old daughter in her care. 


~~ MURRAY LL. SKALA 


Sworn to before me this 


28th day of April, 1975 || mm. ceasem ¥ " 


MEMORANDUM OF KEVIN THOMAS DUFFY, D.J. 
DATED MARCH 21, 1975 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


{ SAME TITLE ] 


APPEARANCES : 
FEDER, KASZOVITZ & WEBER, ESQS. 
Attorneys for Plaintiff 
By: Gabriel Kaszovitz, Esq. 
Murray L. Skala, Esq. 
Of Counsel 
MILBANK, TWEED, HADLEY & McCLOY, ESQS. 
Attorneys for Defendant 


By: William E. Jackson, Esq. 
Of Counsel 


KEVIN THOMAS DUFFY, D.J. 

A wotion was made by the defendant The Chase 
Manhattan Corporatio.. to dismiss this case pursuant to 
Rule 12(b)(G) of the Federal Rules of Civil Procedure or 
for summary judgment pursuant to Rule 56 of the Rules. 
It was clear at argument of the motion that both sides 
agreed as to the facts as set forth in the affidavits. 
Both sides at that time decided to waive a jury. A 
suggestion was made that some expert testimony be taken 
to inform the Court as to the workings of the “stock 
market". While I certainly do not claim any expertise 


in the area, for some unstated reason, the parties 


10la 


agreed to waive any such offer of proof .2/ Under the 
circumstances, the parties agreed to have the case 
marked “submitted” on the facts contained in the 
affidavits, which had been agreed to and conceded 
by the parties. 

This opinion therefore constitutes findings 
of fact and conclusions of law as required by Rule 52 
of the Federal Rules of Civil Procedure. 

At some time prior to May 10, 1974, the 
defendant, The Chase Manhattan Corporation, issued 
6-1/2% convertible subordinated debentures which were 
convertible into the Common stock of the corporation 
at a price of $57.50. On August 12, 1974, the plain- 
tiff purchased at a cost somewhat in excess of $3,700 
five of these convertible subordinated debentures, 
each having a face amount of $1,000. The plaintiff 
claims that these purchases were made in reliance 
upon certain earnings statements published by Chase 
on or about May 10 and July 26, 1974. 

Apparently, these earnings statements con- 
tained an over-evaluation of the ynd trading account 
of the defendant corporation's principal subsidiary, 
the Chase Manhattan Bank, N.A. On or about September 


30, 1974, this over-evaluation was approximately 
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32.8 million dollars pre-tax, for 14.9 million 


dollars on an after-tax basis. 

On October 2, 1974, David Rockefeller, the 
Chairman of the defendant corporation, announced that 
this over-evaluation had been discovered and "the 
corporation will re-state the financial reports of 
the corporation . . . to the previously reported 
quarters in 1974... + after a final re-evaluation 
of the trading account inventory for the respective 
periods has been completed." The announcement con- 
tinued by indicating "The resignation of the senior 
vice-president in charge of Chase's bond dealer 
account activities has been accepted as of October 
| ee 

It should be noted that the 14.9 million 
dollar after-tax re-evaluation represented an un- 
realized loss and that even if it had been realized, 
it would be less than .08% of the defendant's total 
assets. As a result of market conditions since that 
time, this loss has been substantially reduced. 

The day following the first ennouncement, 
the market price of the debentures held by the plain- 
tiff declined. The market price of the other Chase 


equity issues similarly declined. In fact, for the 
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three day trading period after October 2, 1974, the 
»nrices had declined by as much as 2-3/4 points. There- 
after, the Chase securities recovered in the market 
place ani :10w stand at a price generally higher than 
that which pertained on October 2, 1974. 

Te« plaintiff brought this action on behalf 
of “all persons who purchased equity securities of 
[Chase] in the open market from on or about May 10, 
1974 to and including October 4, 1974." Equity 
securities are defined by plaintiff as "common stock 
and all securities convertible into . . . common 
stock." 

The defendant attacks this broad class and 
indeed insists that the debentures held by the plain- 
tiff cannot be considered as equity securities because 
the conversion privilege in the debentures, in view 
of market conditions, would during the relevant period 
have required the payment of a $9 to $12 plus premium. 

Chase also contends that any misstatements 
were not material. 

Chase also contends that the plaintiff has 
suffered no damage. It is sufficient for me to deal 


only with this latter claim. 
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It is important to note that plaintiff still 
holds the debentures which he purchased and that ac- 
cording to the tab?es produced to this Court it appears 
that plaintiff has now made a “paper profit" from the 
transaction. But the plaintiff complains that, while 
the market price has rebounded, it has not matched 
the increase in comparable securities or with the 
generally accepted market averages. It is his claim 
that the inadequacy of his “paper profit" and those 
of others similarly situated should be assessed as 
damages under Section 10b of the Securities Exchange 
Act. 

Additionally, plaintiff claims as damages 


the difference between the actual value of the secur- 


ities on May 10, 1974 and the price plaintiff paid 


for them on that date which, it is claimed, was 
inflated by reason of the over-statement of Chase's 
earnings. 

As I have said before: 

"The price of a stock [or a debenture} 
in the general market is controlled not 
only by the price-earnings ratios and such 
other mathematical formulae, but by the 


intuition of 'hunch' of the buyers and 
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case this Court will 


sellers of the stock. Once this element 
is exposed it follows necessarily that the 
adequacy or inadequacy of price is sub- 


jective." 


* * * 


: the price of a stock [or a debenture] 
is due not only to mathematical formulae but 
also to the intuition of the buyers and 
sellers and, indeed, to the whims and 
caprice of the a a 

Gulf & Western Industries, Inc. V- Great 

A & P Tea Co., Inc., 356 F.Supp. 1066, 1071 
(S.D.N.Y. 1973), aff'd 476 F.2d 687 (2d 
Cie. 2973}. 


That is not to say that in the appre riate 


not intervene to upset a situation 


where the “price" is grossly unfair but this is not 


such a situation. Here the price of th ‘Dentures 


rebounded to the former level within a. says. 


er ilasam 


To say that the plaintiff and the class he 


s to represent were injured because the price 


did not cdvance as he (or they) might have _xpected 


when compa 


r2d to other similar securities or to the 


various stock market averages leads to a situation 
where the damages claimed are based on the purest 


of speculation. As such damages are not recoverable. 


Cf. Affiliated Ute Citizens v. United States, 406 


U.S. 128, 155 (1972) and Estates Counseling Service, 
Inc. v. Merrill Lynch, Pierce, Fenner and Smith, Inc., 
303 F.2d 527, 533 (10th Cir. 1971). 

The rule of damages has been summarized and 
analyzed in a Note entitled Damages in Rule 10b~5 
Cases, 26 Stamford Law Review, 371 (Jan. 1974), which 
states: 

"The out-of-pocket measure of damages ‘is 

the difference between the contract price, 

or the price paid, and the real or actual 
value at the date of sale, together with 
such outlays as are attributable to the 
defendant's conduct.' Such a formula has 
no tolerance for inclusion of a speculative 
factor in its compensation scheme. The 
guiding philosophy is ‘not what the plain- 
tiff might have gained, but what he has 


lost.'" [Emphasis in original.] 


Here plaintiff never sold his debentures. 
He has no "out-of-pocket" loss. Any damages awarded 
would have to be based on mere speculation, guess or 
conjecture. Upon such quicksand no suit for fraud 
under the Securities Exchange Act of 1934 can stand. 


Judgment will enter for the defendant with 


costs to be taxed against plaintiff. 


Settle judgment on notice. 


s/ Kevin Thomas Duffy 
 8.. we Oe 


Dated: New York,.New York 
March 21, 1975. 
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FILED 
MAR 24, 1975 
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FOU TNOTE 


The writer of this opinion spent some time as 


Regional Administrator of the New York office 


of the United States Securities and Exchange 


Commission. 


JUDGMENT APPEALED FROM 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


wWATHAW CHANOFSKY, 
Plaintiff, : 74 Civ. 4376 (KTD) 
-against- 
JUDGMENT 
THE CHASE MANHATTAN CORPORATION, 


Defendant. 


ad eee 4 


On the defendant's motion to dismiss pursuant to 
Rule 12(b) (6) of the Federal Rules of Civil Procedure or 
for summary judgment pursuant to Rule 56 of the Rules, this 
action came on before the Court, Honorable Kevin Thomas Duffy, 
District Judge, presiding, and the parties having waived a 
jury, the issues having been duly heard and a decision and 
order having been duly filed on March 24, 1975, granting 
defendant's motion, it is now 

ORDERED AND ADJUDGED that plaintiff take nothing, 
that the action be dismissed on the merits, and that defendant 


The Chase Manhattan Corporation recover of the plaintiff | 


Nathan Chanofsky its costs of action, 70 oF TAKE? OY THE 
2CERE. 


Dated: New York, New York 
April gi 1975 


UNITED STATES DISTRICT COURT 
SONTHERN DISTRICT OF NEW YORK 


NATHAN CHANOFSKY 
Index #74 Civ.4376 (KTD) 
Plaintiff 
-against- NOTICE OF APPEAL 
THE CHASE MANHATTAN CORPORATION 


Defendant 


NOTICE is hereby given that NATHAN CHANOFSKY, plaintiff above 
named, hereby appeals to the United States Court of Appeals for 
the Second Circuit from the judgment entered in this action on 
the 15th day of April, 1975. 


Dated: New York, N.Y. 
April 22, 1975. 


Yours, etc. 


FEDER, KASZOVITZ & WEBER 
Attorneys for Plaintiff 
Office & P. O. Address 
450 Seventh Avenue 

New York, N.Y.10001 
(212) 239-4610 


MILBANK, TWEED, HADLEY & McCLOY, ESQS. 
Attorneys for Defendant 

One Chase Manhattan Plaza 

New York, N.Y. 10005 

(212) 422-2660 
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